


Bill No.
Title

0,

HB 311 T Nate April 13, 1983
"An Act relating to Workers! ContaCt y
Compensation; and providing for 465-2790

an effective date."

The Department of Labor/-and the Alaska Workers®™ Compensation Board support the
provisions of HB 311..jAhis bill 1is the result of an agreement reached by a
committee representing labor and employers in the state and reflects over three
years of hearings in which testimony was provided by workers, labor groups,
employers, insurers, rehabilitation and medical, providers, attorneys and state
agency personnel."! The Workers®™ Compensation Board and Division worked very
closely with the committee in recommending amendments that provide for a more
equitable and efficient workers®, compensation system for employees and
employers. " : \ . ,0.. e -yl
The major portions of the bill will result in a redistribution of benefits

which will reduce disencentives to return to work and provide long term
reductions in workers®._compensation costs. This is based on increases

in scheduled permanent partial disabilities, the minimum compensation r a t e , j
death benefits and new methods to compute gross weekly earnings.
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STATE OF ALASKA

FISCAL NOTE o, €vision Date 1983
1. FISCAL DETAIL
I REQUEST . ] Agency Affected:Labor
Bill/Resolution No : . ,
Title: ".. Workers® Compensation Program Category Affected:Public Protection
s - ) BRU, Program of Subprograms) Affected;.
R%%ti%iﬁ}' Rules Committee Administration of Workers®™ Compensation®- =
ars)
| FY 83 FY 84 FY 85 FY 86 FY 87 FY 88
e OPERATING o _
100 PERSONAL SERVICtb 6.5 4.3 157 17.3 19.n
200 TRAVEL
300 CONTRACTUAL bl .0 Ib.4 16.9 18.6 20.5
400 COMMODITIES '} 't 't 'é 'é
500 EQUIPMENT )
* 600 LAND I .STRUCTURES
e « 700 GRANTS, CLAIMS, ETC
TOTAL operating 1 58.3 1 29.R 32.7  3£J) . 39.6
CAPITAL
REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND : 58.3 29.8 32.7 36.-0 39.6
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS:
FULL-TIME
PART-TIME y 1 1 “1 1 1
TEMPORARY

I11. SOURCE OF FUNDS TO OFFSET-FISCAL IMPACT OF BILL:

Not available.

IV. ANALYSIS: Attach a separate page foiv-ariy Ana

Prepared By:/Sacquel yn L. McClintock Phone:465-2790___
Division: Womrkers™ Compensation j m_: Date: March 21. 1983
Approved by Commissioner: Jim Rohi son?A-TrAMAA Date: March 21, 1983
Department: Labor

LEG:A:19

Distribution:
Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)
Copy to Sponsor
Copy to Requestor (if different from Sponsor) 3/8/83



FISCAL NOTE

THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE .
"An Act relating to workers®" compensation, and providing for an effective

TITLE:

date." .

AGENCY AFFECTED: Department of Labor

Page 2

Data Control Clerk 1 (permanent .halftime, 6 months first year,

100
.= 300
400
500

Personal Services $ 6.5
Contractual 1.5
Supplies e .1
Equipment 7

eOLher Contractual

Redesign and printing of forms to accomodate
additional questions .

Rewrite and printing of employee and employer
booklets

Composition and printing of benefit schedule
booklet . . .

Printing amendment of Act

Design computer system and write programs
(2 1/2 months x $50/hour)

Operation costs for additional computer pro-
cessing *

TOTAL .

Indicates one-time expense in FY 1984 for a total

of $38.

12 months thereafter)"-

$ 8.8

. 3.5%

12.0*

. 1.0*

22.0*

$58.3
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POSITION TITLE

Data Control Qlerk 1
TYPE OF POSITION STAFF MONTHS RP NUMBER
wr i " lomm 4 -- =
CONTINUATION LEVEL | | ADDITION | XX
TYPE OF EXPENDITURE
PERSONAL SERVICES*®
Sa)arflA(Ifi78 x 6 mos x .5)
eeref-i £ JL58.T
Supplemental Benefits .0613
Fixed Benefits JL4D'JtJ.
TOTAL PERSONAL SERVICES
Travel
Contractual
Commodi ties
Equipmont
Other
TOTAL COST
it ttU>dl
RECEIPT CODE FUND INC SOURCE
Fedoral Receipts 1002
C.F. Match
General Funds

I1-A Receipts
Program Receipts
Other

1020

FOR B4M USE ONLY

4A KEY NUMBER

Tarn

RANCE/STEP BARC. UNIT FORM 12=. PACE/LINE 1”4FDAE
9A
PCN NUMBER BRU PRIORITY LOCATION ELECTION DISTRICT
Juneau JL
JUSTIFICATION
710TT
The permanent half-time Data Control Clerk | position will
provide additional clerical support in the Claims Section
to enter ad® maintain data in the Division®s information

agency.Labor-

handling system. This position will
workload caused by the additional data

handle themincreased
input necessary for

the system to monitor the compensation rate using with-

holding and average weekly wage information,
tenance of two processing systems concurrently.

procran, Worker -8rot.pct.lpn

REQUEST FOR
NEW POSITION

COMPONENT,

bph Workers*

Workers*™

Line 11 - Contractual: Space (transfer to DOA)
Indirect (13.17 x 4734)
Line 12 - Commodities: General Office Supplies
Line 13 - Equipment: Desk and Choir
Compensation

Compensation Administration
Rrvised Date

and

the main-

FY 84



CS HP 311
POSITION PAPER

Weekly Workers®™ Compensation (W.C.) benefits are now based on 66 2/3% of an employees
average weekly wage based on gross earnings. As W.C. benefits are not taxable an employee
can receive higher income while off work. This bill would base benefits on 80% of
spendable (or after-tax) income. The Department of Administration supports this
adjustment.

The bill provides for an increase in funeral benefits, the minimum rate of weekly
compensation, and payment for scheduled permanent injuries, such as a loss of limb. There
has been no increase in these benefits since 1975. The Department of Administration
supports these adjustments. The impact on the Division of Risk Management will be
insignificant.

John Haywood

\rector Date
Division of Risk Management

Department of Administration

Commissionerl Date
Department of Administration

7/0502-01-3/BDGSF1



STATE OF ALASKA
FISCAL NOTE

REQUEST

Bill/Resolution No.: C.S. H.B 311

Title: An Act relating to Horkers
Compensation s

Requestor: Furnace and Szymanski

BRU,

EXPENDITURES/REVENUES:  (Thousands of Dollars)

FYy 83 FYy 84 FY
OPERATING

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

COMMODITIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS, ETC 1

100
200
300
400
500
600
700

TOTAL OPERATING 0 0] 0
CAPITAL
REVENUE

FUNDING:  (Thousands of Do" lars)
GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS:
Full-Time
PART-TIME
TEMPORARY

I11. SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

o Vo~ » L3
[\ ANALYSIS:~ Aafij)j- a-Separate page for any Analysis
Prepared By: John Haywoocf
Pivision,: Ri,sk Management
Approved by Commissioner: Lisa Rudd 1
Department: ADMINISTRATIS
Distribution:
Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature
Copy to Department (for Governor introduced bills)
Copy to Spon-.or
Copy to Requestor (if different from Sponsor)

7/0502-01/BDGSF1

vision Date: April

FISCAL DETAIL

Agency Affected:
Program Category Affected:
Sponsor:

85

FY 86 FYy 87

0

Phone: 465-2180
Date: May 2, 1983
Date: May 2, 1983

introduced bills)

3/8/83

21,

1983~

Risk Management

Program of Subprogram”) Affected:

Fy 88



Scott Wetzel Services Incorporated

An Allihate ol The Home Grouo Inc
741 Sesame Street + Suile 1A ¢ Anchorage, Alaska 99503
Phone; (907)561-1725

February 8, 1%

The Honorable Richard l|. Eliason
Chairman, Labor & Commerce Committee
Alaska State Senate

State v Alaska

Pouch

Juneau, IAK %]1

RE Alaska Workers' Compensation Act
Section 23.30.155(c)

Dear Sir:

I WOULD LIKI , CALL YOUR ATTENTION TO SECTION 23-30.155(c) OF THE ALASKA
Workers' Comt,nation Act which refers to the excessive penalties which are
BEING ROUTINELY ASSESSED AGANNII bELr NNosab) enbLOYERD ANJ NSOk CMEKHEO
IN THIS STATE FOR FAILUREBE TO FILE REPORTS WITH THE WORKERS' COMPENSATIONA
Division within a 1A day wiME PERIOD-

First of all, 1 call your attention to the fact that the penalty is $100 for
THE FIRST DAY THAT THE REPORT IS LATE AND $25 PER DAY THEREAFTER TO A MAXIMUM
OF $2500 AND THE RECIPIENT OF THESE PENALTIES IS THE STATE OF ALASKA*

Secondly, these penalties in no way, either directly or indirectly, inure to
THE BENEFIT OF THE INJURED WORKER AND DO NOT AFFECT HIS CASE ONE WAY OR THE
other. These reports are filed with the Alaska Department of Workers'

Compensation solely for the purpose of providing them with statistical
information and to keep them currently advised on the actions and status of
the Workers' Compensation claims. | am in agreement that the Board needs this
INFORMATION AND | HAVE NO QUARREL WITH THAT, HOWEVER, | AM IN COMPLETE
DISAGREEMENT THAT WE SHOULD BE SUBJECT TO HUGE FINES FOR FAILING TO FILE A
REPORT WITHIN A TIME FRAME WHICH IS BOTH UNREALISTIC AND UNNECESSAR”.

These penalties are a direct cost to the employer and/or the insurance carrier
WHICH ARE REFLECTED IN THEIR COST OF DOTNG BUSINESS, THIS COST IS EVENTUALLY
PASSED ON TO THE GENERAL PUBLIC AND CONSUMERS, OF COURSE, AND NO ONE BENEFITS
but the State of Alaska.

The portion of this law that seriously concerns me is that there is absolutely
NO allowance for human error and the last individual who was not surject to

HUMAN ERROR ALSO WALKED ON WATER-

| WOULD LIKE TO GIVE YOU A COUPLE OF EXAMPLES THAT HAVE OCCURRED IN OUR OFFICE
TO SHOW YOU HOW RIDICULOUS THIS ENTIRE SITUATION HAS BECOME-
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" The Honorable Walter Furnace
Page Two
February 8, 1983

We received a minor claim on an employee who lost one day of time and his com-
pensation RATE WAS BASED ON THE MINIMUM COMP* RATE AND HIS TOTAL COMPENSATION
PAYMENT FOR THE ONE DAY WAS $9*29- He WAS PAID IN A PROMPT AND TIMELY
MANNER- THE CLAIMS EXAMINER PAID THE OUTSTANDING SMALL MEDICAL BILL AND
CLOSED THE FILE, FAILING THROUGH HUMAN ERROR TO FILE THE REQUIRED TERMINATION
REPORT REQUIRED BY THE STATE WORKERS' COMPENSATION DIVISION-  VERY FORTUNATELY
FOR US, A WEEK OR TWO LATER ANOTHER SMALL MEDICAL BILL CAME INTO OUR OFFICE
WHICH CAUSED US TO PULL THIS FILE FROM OUR CLOSED FILES AND AT THAT POINT IT
WAS NOTICED THAT WE HAD FAILED TO FILE THE TERMINATION REPORT AND THE REPORT
WAS SUBSEQUENTLY FILED AND AS A RESULT WE RECEIVED A PENALTY OF $200 OR $300-
Had it not been for the fact that anothermedical bill came into our office
AND BROUGHT THIS FILE TO OUR ATTENTION,OUR FIRST NOTICE THAT WE HAD FAILED TO
FILE A FINAL REPORT WOULD HVE BEEN A LETTER FROM THE STATE DIVISION OF
Workers' Compensation assessing us a $2500 penalty for a claim that involved
$9-29 TO THE WORKMAN WHICH WAS PAID TO HIM IN A TIMELY FASHION- No ONE WAS
HURT OR DAMAGED IN ANY MANNER- In OTHER WORDS, | WOULD LIKE TO KNOW HOW THE
PUNISHMENT FITS THE CRIME-

WE HAVE AN EVEN MORE BLATANT RECENT CASE WHEREIN THE INJURED WORKER WAS OVER-
PAID ON HIS COMPENSATION CLAIM BECAUSE HE HAD RETURNED TO WORK SEVERAL DAYS
BEFORE WE WERE NOTIFIED- AS A RESULT OF THIS, THE CLAIMS EXAMINER WROTE HIM A
LETTER ASKING FOR REIMBURSEMENT OF THE OVERPAYMENT AND SHE FAILED TO FILE A
REPORT WITH THE STATE ADVISING THEM THAT THE BENEFITS WERE TERMINATED AND THAT
THE CLAIM HAD BEEN OVERPAID- SO NOW WE ARE FACED WITH NOT ONLY HAVING OVER-
PAID THE WORKER BUT PAYING A RATHER LARGE PENALTY TO THE STATE IN ADDITION,
AND AGAIN ON A CLAIM WHERE ABSOLUTELY NOBODY WAS DAMAGED IN ANY WAY BY OUR
FAILURE TO FILE THE REPORT-

YOU WILL NOTE THAT THE LAW STATES, "If THE EMPLOYEE FAILS TO NOTIFY THE BOARD
WITHIN 14 DpAYs, THE BOARD SHALL ASSESS AGAINST THE EMPLOYER A CIVIL PENALTY OF
$1UU PLUS $25 FOR EACH DAY IN EXCESS OF 14 DAYS----"

| HAVE RECEIVED INFORMATION RECENTLY FROM VARIOUS PEOPLE WHO WERE INVOLVED IN
THE FORMATION OF THIS LAW, AND IN FACT EVEN ONE ATTORNEY WHO WAS INSTRUMENTAL
IN DRAFTING THIS LEGISLATION, AND IT WAS THEIR OPINION THAT THIS PENALTY WOULD
NOT BE ROUTINELY ASSESSED BUT WOULD BE USED ONLY IN CASES OF WILFIJLL AND CON-
TINUAL VIOLATIONS OF THE REPORTING REQUIREMENTS- THIS IS CERTAINLY NOT THE
CASE, NOR CAN IT BE, BECAUSE THE LAW CLEARLY STATES, "SHALL ASSESS"™ AND DOES
NOT SAY "MAY ASSESS IN CASES OF WILFULL AND WANTON NEGLECT,” OR WORDS TO THAT
EFFECT-

| WOULD AGAIN LIKE TO REITERATE THAT WE HAVE NO OBJECTION TO FILING THESE RE-
PORTS AND, IN FACT, WE HAVE ALWAYS FILED ALL REPORTS WHICH ARE REQUIRED BY THE
Workers' Compensation Board \nd we will continue to do so with or without the
THREAT OF ANY PENALTY- WE COMPLY WITH THE LAW AS FULLY AS WE POSSIBLY CAN IN
ALL SITUATIONS, BUT BELIEVE IT OR NOT, WE ARE SUBJECT TO AN OCCASIONAL HUMAN
ERROR- | CANNOT BEGIN TO TELL YOU THE EFFECT THAT THIS DISCF/MINATORY PENALTY
PROVISION HAS HAD ON THE MORALE OF THE EMPLOYEES IN NOT Cl LY MY OFFICE PUT
THROUGHOUT OUR INDUSTRY-



The Honorable Walter Furnace
Page Three
February 8, 1983

Picture, if you will, a clerical employee who through a rather insignificant
error on their part has failed to file a report with the state and as a result
HAS COST THEIR EMPLOYER A HUGE SUM OF MONEY, UP TO $2500, AND MUST BRING THIS
TO THE ATTENTION OF THEIR EMPLOYER AMD SUFFER THE CONSEQUENCES* | HAVE HAD
EMPLOYEES COME TO ME |IN TEARS, OFFER THEIR RESIGNATIONS, OFFER TO PAY THE
PENALTY, ETC*, WHICH OF COURSE WE WOULD NEVER CONSIDER DOING, BUT | THIiNK THAT
THIS IS CRUEL, INHUMAN, UNNECESSARY AND UNREALISTIC* I CANNOT BELIEVE THAT
THE BUREAUCRACY HAS INSTITUTED SUCH AN INCREDIBLE MISCARRIAGE OF JUSTICE*

In the last few years many situations have arisen in the Workers' Compensation
Division which have distressed me greatly* | have been involved with workers'
COMPENSATION INSURANCE IN ALASKA FOR MANY, MANY YEARS AND | MUST SAY THAT |
HAVE NEVER SEEN THE MORALE IN OUR INDUSTRY AT THE LOW POINT IT HAS REACHED TO-
DAY*

| WOULD GREATLY APPRECIATE YOUR CONSIDERATION OF THIS ISSUE AND YOUR EFFORTS
TO ARRIVE AT A FAIR AND EQUITABLE SOLUTION TO THE PROBLEM*

Very truly yours,

SCOTT WETZEL SERVICES, INC

Rejmee Murray
Alaska Manage

RVivp

enc* Sec* 23*30*155(c) Ai.aska Workers' Comp* Act



Scott Wetzel s rvtces Incorporated

An Alliiiaieot Tne HomeG'oup Inc
741 Sesame Street +  Suite JA +  Anchorage, Alaska 99503
Phone: (907)561-1725

February 8, 1983

The Honorable Richard |- Eliason
Chairman, Labor & Commerce Committee
Alaska State Senate

State of Alaska

Pouch V

Juneau, AK 99811

RE: Alaska Workers' Compensation Act
Section 23.30.153(c)

Dear Sir:

| WOULD LIKE TO CALL YOUR ATTENTION TOo secTioN 23.30.155(C) oF THE ALASKA
Workers' Compensation Act which refers to the excessive penalties which are
BEING ROUTINELY ASSESSED AGAINST SELF"INSURED EMPLOYERS AND INSURANCE CARRIERS
IN THIS STATE FOR FAILURE TO FILE REPORTS WITH THE WORKERS' COMPENSATION
Division within a 19 day time period.

First of all, | call your attention to the fact that the penalty is $].00 for
THE FIRST DAY THAT THE REPORT IS LATE AND $25 PER DAY THEREAFTER TO A MAXIMUM
OF $2500 AND THE RECIPIENT OF THESE PENALTIES IS THE STATE OF ALASKA-

Secondly, these penalties in no way, either directly or indirectly, inure to
THE BENEFIT OF THE INJURED WORKER AND DO NOT AFFECT HIS CASE ONE WAY OR THE
other. These reports are filed with the Alaska Department of Workers'

Compensation solely for the purpose of providing them with statistical
INFORMATION AND TO KEEP THEM CURRENTLY ADVISED ON THE ACTIONS AND STATUS OF
the Workers' Compensation claims. | am in agreement that the Board needs this
INFORMATION AND | HAVE NO QUARREL WITH THAT, HOWEVER, | AM IN COMPLETE
DISAGREEMENT THAT WE SHOULD BE SUBJECT TO HUGE FINES FOR FAILING TO FILE A
REPORT WITHIN A TIME FRAME WHICH IS BOTH UNREALISTIC AND UNNECESSARY-

These penalties are a direct cost to the employer and/or the insurance carrier
WHICH ARE REFLECTED IN THEIR COST OF DOING BUSINESS, THIS COST IS EVENTUALLY
PASSED ON TO THE GENERAL PUBLIC AND CONSUMERS, OF COURSE, AND NO ONE BENEFITS
but the State of Alaska-

The PORTION OF THIS LAW THAT SERIOUSLY CONCERNS ME IS THAT THERE IS ABSOLUTELY
NO ALLOWANCE FOR HUMAN ERROR AND THE LAST INDIVIDUAL WHO WAS NOT SUBJECT TO
HUMAN ERROR ALSO WALKED ON WATER-

| WOULD LIKE TO GIVE YOU A COUPLE OF EXAMPLES THAT HAVE OCCURRED IN OIIR OFFICE
TO SHOW YOU HOW RIDICULOUS THIS ENTIRE SITUATION HAS RECOME*



The Honorable Walter Furnace
Page Two

February 8, 1985

We received a minor claim on an employee who lost one day of time and HIS COM-

PENSATION RATE WAS BASED ON THE MINIMUM COMP. RATE AND HIS TOTAL COMPENSATION

PAYMENT FOR THE ONE DAY WAS $9*29. He was PAID IN A PROMPT AND TIMELY

MANNER- THE CLAIMS EXAMINER PAID THE OUTSTANDING SMALL MEDICAL RILL AND
CLOSED THE FILE, FAILING THROUGH HUMAN ERROR TO FILE THE REQUIRED TERMINATION

REPORT REQUIRED BY THE STATE WORKERS* COMPENSATION DIVISION- VERY FORTUNATELY

FOR US, A WEEK OR TWO LATER ANOTHER SMALL MEDICAL BILL CAME INTO OUR OFFICE

WHICH CAUSED US TO PUIL THtS FILE FROMOUR CLOSED FILES AND AT THAT

WAS NOTICED THAT WE HAD FAILED TO FILE THE TERMINATION REPORT AND THE REPORT
WAS SUBSEQUENTLY FILED AND AS A RESULT WE RECEIVED A PENALTY ofF $200 or $300-

Had it not been for the fact that another medical rill @ame into our
AND BROUGHT THIS FILE TOOUR ATTENTION, OUR FIRST NOTICE THAT WE HAD FAILED TO
FILE A FINAL REPORT WOULD HVE BEEN A LETTER FROM THE STATE DIVISION OF
Workers' Compensation assessing us a $2500 penalty for a claim that involved

$929 TO THE WORKMAN WHICH WAS PAID TO HIM IN A TIMELY FASHION- NO ONE wAs

HURT OR DAMAGED IN ANY MANNER- In OTHER WORDS, | WOULD LIKE TO KNOW HOW THE

PUNISHMENT FITS THE CRIME-

We HAVE AN EVEN MORE BLATANT RECENT CASE WHEREIN THE INJURED WORKER WAS OVER-
PAID ON HIS COMPENSATION CLAIM BECAUSE HE HAD RETURNED TO WORK SEVERAL DAYS
BEFORE WE WERE NOTIFIED- AS A RESULT OF THIS, THE CLAIMS EXAMINER WROTE HIM A
LETTER ASKING FOR REIMBURSEMENT OF THE OVERPAYMENT AND SHE FAILED TO FILE A
REPORT WITH ThE STATE ADVISING THEM THAT THE RENEFITS WERE TERMINATED AND THAT
THE CLAIM HAD BEEN OVERPAID- SO NOw WE ARE FACED WITH NOT ONLY HAVING OVER-
PAID THE WORKER BUT PAYING A RATHER LARGE PENALTY TO THE STATE IN ADDITION,
AND AGAIN ON A CLAIM WHERE ABSOLUTELY NOBODY WAS DAMAGED IN ANY WAY BY OIIR
FAILURE TO FILE THE REPORT-

YOU WILL NOTE THAT THE LAW STATES, "If THE EMPLOYEE FAILS TO NOTIFY THE BOARD
WITHIN 19 DAYs, THE BOARD SHALL ASSESS AGAINST THE EMPLOYER A CIVIL PFNALTY OF
$100 pLus $25 ForR EACH DAY IN EXCESS OF 19 DAYS "

| HAVE RECEIVED INFORMATION RECENTLY FROM VARIOUS PEOPLE WHO WERE INVOLVED IN
THE FORMATION OF THIS LAW, AND IN FACT EVEN ONE ATTORNEY WHO WAS INSTRUMENTAL
IN DRAFTING THIS LEGISLATION, AND IT WAS THEIR OPINION THAT THIS PENALTY WOULD
NOT BE ROUTINELY ASSESSED RUT WOULD BE USED ONLY IN CASES OF WILFULL AND CON-
TINUAL VIOLATIONS OF THE REPORTING REOUIREMENTS- THIS IS CERTAINLY NOT THE
CASE, NOR CAN IT BE, BECAUSE THE LAW CLEARLY STATES, "SHALL ASSESS"™ AND DOES
NOT SAY "MAY ASSESS IN CASES OF WILFULL AND WANTON NEGLECT,”" OR WORDS TO THAT
EFFECT-

1 WOULD AGAIN LIKE TO REITERATE THAT WE hAVE NO OBJECTION TO FILING THESE RE-
PORTS AND, IN FACT, WE HAVE ALWAYS FILED ALL REPORTS WHICH ARE REQUIRED BY THE
Workers' Compensation Board and we will continue to do so with or without the
THREAT OF ANY PENALTY- We COMPLY WITH THE LAW AS FULLY AS WE POSSIBLY CAN IN
ALL SITUATIONS, BUT BELIEVE IT OR NOT, WE ARE SUBJECT TO AN OCCASIONAL HUMAN
ERROR- | CANNOT BEGIN TO TELL YOU THE EFFECT THAT THIS DISCRIMINATORY PENALTY
PROVISION HAS HAD ON THE MORALE OF THE EMPLOYEES IN NOT ONLY MY OFFICE PUT
THROUGHOUT UUR INDUSTRY-

POINT IT

office



The Honorable Walter Furnace

Page Three

February 8, 1983

Picture, if you will, a clerical employee who through a rather insignificant
ERROR ON THEIR PART HAS FAILED TO FILE A REPORT WITH THE STATE AND AS A RESULT
HAS COST THEIR EMPLOYER A HUGE SUM OF MONEY, UP TO $2900, AND MUST BRING THIS
TO THE ATTENTION OF THEIR EMPLOYER AND SUFFER THE CONSEQUENCES* | HAVE HAD
EMPLOYEES COME TO ME IN TEARS, OFFER THEIR RESIGNATIONS, OFFER TO PAY THE
PENALTY, ETC*, WHICH OF COURSE WE WOULD NEVER CONSIDER DOING, BUT | THINK THAT
THIS IS CRUEL, INHUMAN, UNNECESSARY AND UNREALISTIC* I CANNOT BELIEVE THAT
THE BUREAUCRACY HAS INSTITUTED SUCH AN INCREDIBLE MISCARRIAGE OF JUSTICE*

In the last few years many situations have arisen in the Workers' Compensation
Division which have distressed me greatly* | have been involved with workers’
compensation insurance in Alaska for many, many years and | must say that |
HAVE NEVER SEEN THE MORALE IN OUR INDUSTRY AT THE LOW POINT IT HAS REACHED TO-
DAY*

1 WOULD GREATLY APPRECIATE YOUR CONSIDERATION OF THIS ISSUE AND YOIIR EFFORTS
TO ARRIVE AT A FAIR AND EQUITABLE SOLUTION TO THE PROBLEM*

Very truly yoijrs,

SCOTT WETZEL SERVICES, INC*

REnee Murray (
Alaska Manager

RMAp

enc* Sec* 23*30*13b(c) Alaska Workers' Comp* Act



Official Business

Alaska State Legm;attire

Senate

Pouch V
State Capibl
Juneau, Alaska 99811

Proposed Amendment: Page 10, Line 10, add the following:

AS 23.30.155

©

Upon making the first payment, and upon an increase,
reduction, determination, suspension, resumption, or

a change 1in rate or type of compensation paid, the em—
ployer shall notify the board within 14 days, on a form
prescribed by the board, that payment of compensation
has begun or has been increased, reduced, terminated,
resumed, changed, or suspended, as the case may be. If
the employer fails to notify the board within 14 days,
the board shall assess against the employer a late pen—
alty of 3$100 plus $10 [$25] for each day in excess of
14 days that the employer fails to give notice. Total
penalties under this section may not exceed $1,000

[$2,500] for each failure to file a required report.

Renumber other sections accordingly.
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Scott Wetzel Services Incorporated
An Affiliaip  The Home G'ouo Inc

741 Sesame Sheet < Suite 1A < Anchorage. Alaska 99503

Phone:(907)561-1725

February 8, 1983

\]. Paul House™Awiinistrator
Second Inju™tT und
Workers'Compensation Division
State o f Alaska

R-UJox

Juneau, K o

Dear Paul:

f'IARION iSERRY HAS REFERRED TO ME YOUR MEMO OF 2/2/83 REFERENCE A LATE REPORT
PENALTY ON STEVE SCHOONMAKER AND THE LETTER ATTACHED ASSESSING A $1,575 LATE
REPORT PENALTY-

NARION IS VERY UPSET THAT YOU ARE QUESTIONING HER HONESTY AND INTEGRITY AND
RIGHTFULLY SO- No ONE IN OUR OFFICE IS GOING TO LIE TO YOU AND WE STRONGLY
OBJECT TO BEING ASKED TO PROVIDE AN AFFIDAVIT ON THIS OR ANY OTHER CLAIM-

IN THIS PARTICULAR CASE, THERE IS A VERY SIMPLE EXPLANATION IN THAT TWO FILES
HAVE BEEN SET UP IN YOUR OFFICE, ONE UNDER FILE NUMBER 222819~SCHOONMAKER AND
A SECOND FILE NUMBER 226313"ShOONMAKER- We FEEL CERTAIN THAT |IF YOU CHECK
BOTH FILES YOU WILL FIND THE ELUSIVE REPORT WHICH WILL PROVE TO YOU THAT WE
DID IN FACT FILE IT ON 11/4/82 AS INDICATED-

What this whole situation does illustrate quite pointedly is how ridiculous
AND UNFAIR THIS PENALTY SITUATION IS IN THAT WE COULD HAVE BEEN ASSESSED A
$1,5/5 PENALTY FOR A SIMPLE MISSPELLING OF A UAME-

I AM CONTINUING IN MY EFFORTS TO DO EVERYTHING POSSIBLE TO OBTAIN THE REPEAL
of Section 23-3U-155(c) of the Alaska Workers' Compensation Act, including
CONTACT WITH GOVERNOR SHEFFIELD AND FOR YOUR INFORMATION |'M ATTACHING HERETO
A COPY OF A LETTER WHICH 1 AM CIRCULATING TO THE LEGISLATORS AND WHICH OUT-
LINES My POSITION AND ORJECTION TO THIS VERY UNFAIR AND DISCRIMINATORY
PENALTY*

1HANK YOU FOR CALLING THIS CASE TO MY ATTENTION BECAUSE |IT CERTAINLY DID ADD
FURTHER CREDENCE TO MY ARGUMENT-

Sincerely

SCOLT WLT2LL SbKVICES, INC-

Renee Murray
Alaska Manager

KM/vp
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STATE 0O0c ALASKA
department labor

WORKUPS COMPENSATION DIVISION
P.O. BOX 1149
JUNEAU ALASK A 9901 1
(TO7) 465 2790 DATE J 1/ 31/83

SCOTT WETZEL SERVIC.FS
741 SESAME ST SUITE LA

ANCHOR AGP AK 99503

DEAR INSURER:

AS ?3.30.155(ri REQUIRES YOU TO NOTIFY THF BOARD WITHIN 14 DAYS AFTER
MAKING ETRST PAYMENT OR INCREASING, REDUCING, TERMINATING, SUSPENDING,
RESUMING OR CHANGING COMPENSATION RATES OR TYPES.

YO JR COMPENSATION REPORT Fnp the CASF CAPTIONEn RFLOW REGARDING PAYMENT
MADE 11/04/0?, WAS 60 DAYS OVFRDUE. ACCORDINGLY, f1l,575

LATE PFPOP.T PFNALTY IS DUE. PLEASE SFND YOUR CHECK IN THAT AMOUNT TO
THE SFCOMO INJURY FUND, P.O. BOX 1140, JUNEAU, AK 990 Il

EMPLOVEE: SCMOONMAKEO, STEVE
P O BOY 6R6

K0O1!AK AK 99615
EMPLOYER ALASKA, STATF OF (Ff.GlI

oept of fish and game

P.O. BOX 606 ¢

KOHI AK AK 99615
INJURY DATE: 10/15/9<
AWCB CASE NO: 7?7 70 19
RFE YDUR CLAIM ?767

SECOND INJURY FUND

F3= M NO. 6104R
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Chapter 3

A basic objective of a modem workmen's
compensation program is to provide protection
to workers against loss of income from work-
related injuries and diseases. To achieve this
goal, the program must carefully weigh the
worker's interest in substantial income benefits
against factors such as the loss of incentive for
rehabilitation, which some believe may occur if
income benefits are too high.

A perfect balance of these contending
interests can not be reached by a scientific
formula or any other means. It is possible,
however, to develop general guidelines for in-
come benefits, and much of this chapter s
devoted to that task. These guidelines are used,
together with recommendations advanced earlier
by other organizations, to evaluate the casli
benefits in current workmen's compensation
programs.

We are asked by the Occupational Safety

and Health Act of 1970 to evaluate several
aspects of State workmen's compensation laws,
including the amount and duration of perm-
anent and temporary disability benefits, with
respect to their adequacy and equity. Although
workmen's compensation has many strengths, as
this report will elaborate, surely the current level
of benefits is not among them. Except in a few
States, workmen's compensation benefits are
not adequate. Moreover, the adequacy of cash
benefits in only a few States emphasizes the
inequities when comparisons are made among
States. Inequities also occur within States. In
some, workers with minor impairments receive
relatively more generous benefits than workers
with serious impairments.

Progress in recent years in raising benefit
levels provides encouraging evidence of increased
interest by the States in improving workmen's
compensation. Nonetheless, even the recent
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improvements leave many States with inade-
quate benefits, as this chapter will demonstrate.

AL GENERALISSUES CONCERNING
INCOME BENEFITS

Several general issues must be discussed
hefore the specific categories of henefits—
temporary total, permanent total, permanent
partial, and death-can be evaluated.

Two Types of Benefits  *

As indicated in Chapter 2, a worker must
meet three tests before he is potentially eligible
for income benefits. The worker must (1) ex-
perience an impairment (2) caused by an injury
or disease (3) that is work-related. If these tests
are met, then two types of workmen's compen-
sation cash benefits are possible:

i. Impairment benefits are paid to a
worker with an impairment caused by
a work-related injury or disease, and

ii. Disability benefits are paid when an
employee has impairment anil wage
loss, both due to a work-related injury
or disease.

Impairment benefits are paid wTiether or
not the worker experiences a wage loss. Disahil-
ity benefits are paid only if the worker has an
actual or potential wage loss due to a work-
related impairment.

The exact circumstances governing pay-

ment of impairment benefits and disability
benefits in the present workmen'scompensation
program are described in later sections. In
general, temporary total permanent total, and
death benefits require disability. Impairment
henefits are presently of importance only as a
basis for permanent partial benefits although,
even for this class of benefits, disability is the
primary basis for awards.

Our recommendations for temporary
total, permanent total, and death benefits
assume disability, and we believe that disability
should be the primary basis for permanent
partial benefits.

The Proper Approach for Determining (
Disability Benefits

A number of issues must be resolved in
the design of a workmen's compensation dis-
ability benefit schedule. What is the proper
measure of the worker's economic loss resulting
from a work-related impairment? Shall only
wages be considered, or should fringe benefits be
added? Should consideration be given to the
impact of income taxes? And what proportion
of economic loss should be compensated?

Remuneration or earnings? The value of a
job to a worker cannot be measured simply by
his wage or salary. Table 3.1 documents the
growing importance of supplements relative to
earnings in the employee's total remuneration.
Eamings are defined in this table to include
hasic wages and salaries pjus irregular wage
payments (e.g., payments for overtime) plus pay
for leave time. Even with this inclusive defini-
tion of eamings, remuneration as a percentage of
eamings has increased from 104.2 percent in
1946 to 11 1.4 percentin 1970.

The status of supplements subsequent to a
worker's injury or disease varies with circjf
stances. Some employers continue payments on
behalf of their injured workers for such pro-
grams as health insurance, life insurance, arid
pensions. Moreover, some workers injured on
the job may be eligible for benefits under
supplementary programs, such as the disabhility
retirement option in a pension plan. However, a
disabled worker may lose some supplements,
particularly if he is out of the job for an
extended period. Because workmen'scompensa-
tion benefits usually arc tied solely to earnings,
the program is increasingly deficient in the
protection provided to the remuneration of
American workers.

Total or net remuneration? While work-
men's compensation should protect rcmunc/a-
tion (eamings plus supplements), it is net re-
muneration, not total remuneration that is the
relevant basis for workmen's compensation
henefits. Net remuneration takes account v.f
payroll taxes and job-related expenses incurred
by a worker.

Table 3.2 indicates how taxes take an
increasing share of eamings. In 1946, gross
average weekly eamings were S46.69, and:"
most 98 percent of this income was spendaoie.



TABLE 3.1. Relationship of average annual total remuneration to average annual earnings in all private industries,

1940-70
Remuneration per fuli-tima employee $1352
Earnings per full-time employee $1291
Remuneration as a percentage of earnings 104.7

2450
2360
104.2 1114

Source. Calculated from data in Tables 6.1,6.4, and 6,5 of U.S, Department of Commerce, The National Income and Product Accounts
0 fthe United States. 1929-1965 Statistical Tables: Survey o f Current Business, July 1970 and July 1971,

In this Report, "sremuneration” is used in place of "compensation," as that term is defined in the above publications. "Eamings" and
"Wages and Salaries" are equivalent. The definitions in the Department of Commerce publication arc:

Compensation o f employees is the income accruin? to persons in an emppv'ee status as remuneration for their work. It is the sum

of wages and salaries and supplements to wages and salaries.

Wages and salaries consists of the monetary remuneration of empbyees, inclusive of executives' compensation, commissions, tips,
and bonuses, and of payments in kind which represent income to the recipients.

contri

SuEpIements to wages and salaries consists of employer contributions for sodal insurance and of other labor income. Employer
utions for social insurance comnrises employer payments under the social security, Federal and State unemployment

insurance, railroad retirement and unemployment insurance, government retirement and a few other minor social insui ice programs.
Other labor income comprises emPloyer contributions to private pension, health, unemployment, and welfare funds; compensation

for injuries; directors’ fees; pay of

TABLE 3.2. Relation between gross and spendable
weekly earnings, 1940-70

O ®
1956
Spendable
Year Gross Spendable as pet of
average3 averageb
gross
$ 27.02 $ 26.76 99.0%
46.69 45.55 97.6
81.15 74.16 914
11451 101.17 88.4
141.09 121.70 86.3

a Cross average weekly wa"es for all workers covered by the

unemployment insurance program, U.S. average, from Hand-

book of
1938-1970.

b Spendable average weekly earnings for a married worker and
three dependents. Spendable earnings reflect deductions for
F.ederal income and sodal security taxes. Formulas are
presented in U.S. Department of Labor, bureau of Labor
Statistics, Employment and Eamings February 1972, pp.
13-17.

-mploymei.l Insurance Financial Daia,

In 1970, gross weekly eamings were $141.09,
but only 86 percent was spendable: the balance
went for Federal income taxes and Social
Security deductions. Because workmen's com -
pensation benefits are tied to basic wages and
salaries, and because the benefits are tax-free,
workmen's compensation benefits have tended

he'military reserve;and a few other minor items.

to become more attractive relative to a worker’s
spendable eamings. If weekly benefits were tied
to pre-tax wages, and if the limits on maximum
weekly benefits were raised to the point where
most workers would have all of their pre-tax
wages used in calculating disahility benefits, high
wage workers would receive so much that their
incentive for rehabilitation might be weakened.
Because the income tax is progressive, tax-free
benefits set as a percentage of pre-tax eamings
would tend to approach or even surpass post-tax
eamings for high wage workers.

Dependents’ allowance? Still another fac-
tor must be considered in the design of work-
men's compensation benefits. Many States pay a
dependents’ allowance in addition to the basic
benefit for the disabled worker. From the
employer’'s standpoint, the dependents’ allow-
ance may seem illogical because he pays the
same wage to a worker whether or not that
worker has dependents. On the other hand, from
the employee's standpoint, the dependents’
allowance may seen entirely rational. Because
of the income tax, two workers with the same
pre-tax wages may have different post-tax
wages: the family with more dependents will
have the larger income after taxes. It can be
argued that workmen's compensation benefits
should reflect differences in net remuneration
among workers with different numbers of de-
pendents.

rr*?



A new basis for disability benefits. Con-
ceptually, the idea! workmen's compensation
program would measure a disabled worker's loss
by th-' difference bhetween his net remuneration
hefore the injury or disease with his net remt
eration thereafter. Obvious administrative diffi-
culties make this ideal solution impractical, but
the difficulties do not compel a modem work-
men's compensation program to continue the

tradition of comparing gross weekly wages be-

fore the injury with gross veekly wages after the
injury and of calculating benefits by replacing
the traditional proportion of lost wages.

An administratively feasible procedure
can simultaneously take'into account the differ-
ence between gross and spendable eamings, the
virtues of dependents’ allow jnces, the impact of
the progressive income tax, and the increasing
importance of supplements. This procedure first
determint.3 the worker's gross average weekly
wage prior to disability (which must he deter-
mined now in virtually every State workmen's
compensation program) and the number of his
dependents (which must now be determined in
many States). The gross weekly wage and
dependency data are then inserted into a form-
ula prepared and published by the U.S. Depart-
ment of Labor to determine the w'orker's spend-
able eamings. (See Compendium for the 1972
formulas.) Once spendable eamings are calcu-
lated, workmen's compensation benefits for all
sizes of families can be calculated as a fixed
proportion of spendable weekly eamings. No
further allowances for dependents or tax consid-
erations arc nece,-sary or appropriate.

The method used to determine spendable

weekly eamings is neither complicated nor
impractical. A similar, though more complex,
method is already in use in the Federal Wage

Garnishment Law.

What is the appropriate proportion of
spendable eamings to pay as benefits? Unfor-
tunately, there is no easy answer to that
question. The traditional approach has been to
replace two-thirds of lost wages. This proportion
represented a rough judgment about the adjust-
ments needed to reflect the reduction in the
disabled worker's work-related expenses, and to
provide him an incentive to return to work. As
the proportion of wages replaced is increased,
the worker is assumed to have less incentive to
return to work. 0f course, if the proportion is

too low, a worker may be in such dire circum-
stances that he may be forced to return k™ ark
before he is properly recovered or he may
become so demoralized as to be indefinitely
disabled.

There may be ingenious ways to retain
effective incentives to rehabilitation while in-
creasing the proportion of benefits to lost wages.
For example, it may be possible to replace a
substantial, though incomplete, portion of lost
wages during the period of disability, and then
pay the worker a part of the remaining loss as a
bonus if he returns to work successfully. We
encourage States to consider such inducements
to rehabilitafv'i which could increase the pro-
portion of ocnefits to wage loss above the level
of our recommendations.

Because our preference is for benefits to
be based on spendable eamings, which represent
only a portion of gross eamings, and because
total remuneration is increasingly greater fhan
gross eamings bhecause of the growing im-
portance of supplements, we believe the tradi-
tional proportion (two-thirds of lost wages) is
too low.

R3., A

We recommend that, subject to the State's
maximum weekly benefit, a worker's weekly
benefit he at least 80 percent of his spendahle
weekly eamings.

In Table 3.3, the benefits provided by our
erecommendation are contrasted with those paid
hy the traditional 66 2/3 percent of pre-tax
evages. The average 1972 weekly wage for all
workers is approximately S150.00. The average
family size is about four. For a worker with
three dependents, earning S150.00, spendable
weekly eamings would be S131.91. A benefit
allowing 80 percent of this amount would be
S105.53. In contrast, a henefit of 66 2/3 percent
of the gross weekly wage (S150) would be
$100.00. We believe the extra S$5.53 s an
appropriate adjustment reflecting the increasing
importance of supplements since the 66 2/3
percent allowance was first endorsed.

There are several advantages in our recom-
mendation. As Table 3.3 indicates, this pro-
cedure automatically mirrors the difference in
spendable weekly eamings between a work/"



TABLE 3.3. Workmen's compensation benefits as a percentage of spendable earnings compared with benefits as a
percentage of wages

Gross average Spendable average

Workmen's compensation

weakly wage weekly earning** benefits
80% of average
spendable

Pet of 66.7% uf weekly eamings

UsS. av. $ gross av.

($150) Amount Dependent* wkly wage Dependents

v .ihone Three None Three
D 2 ®3) (4) (5) (6) @)

50 $ 75 $ 65.63 $ 7111 $ 50.00 $ 5250 $ 56.88

EG.G7 100 84.64 92.38 66.67 67.71 73.90
"m0 <150 121.86 131.31 MOO 97.49 105.53
133.33 200 159.99 172.36 133.33 127.99 137.89
1G6.67 250 199.26 214.25 1C3.67 159.41 171.40
200 300 235.68 253.46 200 188.54 202.77

* Calculated by 1972 formula cited in Table 3.2. Table assumes U.S. average weekly wage for 1972 is S150, which is an estimate by the
staff of the National Commission on State Workmens Compensation Laws.

with dependents and a worker with no depend-
ents. For example, the worker earning S150.00 a
week would receive S97.49 a week as a work-
men's compensation benefit if he had no de-
pendents, but would receive 3105.53 if he had
three dependents.

This formula should be wused wuntil the
maximum weekly benefit in a State exceeds 100
percent of the State's average weekly wage.

The General Relationship Detween Workmen's
Compensation and Other Insurance Programs

The system shown in Table 3.3 also has Providing Income Benefits
tiie virtue of assuring that high-wage workers
have an economic incentive to return to work.
For example, the worker without dependents The relationship between workmen'scom -
who cams twice as much (3300.00 per week) as pensation and other private and public insurance
the U.S. average weekly wage would receive programs providing income benefits for disabled
3200.00 if allowed 66 2/3 percent of gross workers has not been a particularly important

eamings, which isequivalent to 85 percent of his
spendable eamings.

A transitional formula. While our recom-
mendation is not particularly complex, com-
pared to other aspects of workmen's compensa-
tion, States will require a transitional period to

revise their laws. A somewhat simpler, though
generally inferior, formula can be used in the
interim.

-R3.2-
We recommend that, subject to the State's

maximum weekly benefit, a worker's weekly
benefit be at least 66 2/3 percent of his gross
weekly wage.

issue because workmen's compensation benefits
generally have been so low. In the event that our
recommendations for benefits are adopted, the
total benefits received from a combination of
workmen's compensation and other programs
could become substantial. For this reason, we
believe the overlap of benefits from several
sources needs examination. If a disabled work-
er's combined benefits are too high relative to
what he might cam, he may see no reason to
return to work. Even more serious is the issue of
equity. The availability and extent of insurance
benefits vary among occupations, industries, and
States. Two workers with similar eamings rec-
ords and similar disabilities may receive mark-
edly dissimilar benefits unless workmen's com -
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pensation and these insurance
coordinated.

Typically, coordination involves reducing
the benefits paid by one program when bhenefits
are also paid by the other program. The issue is,
which program should reduce payments in event
of overlap? There are advantages to not reducing
workmen's compensation benefits such as the
stimulus to safety inherent in having employers
bear the full cost of work-related injuries and

diseases.

programs are

ik J J—

We recommend that, if our recommended bene-
fit increases for workmen's compensation are
adopted, the bhenefits of other public insurance
programs should be coordinated with workmen's
compensation benefits. In general, workmen’'s
compensation should be the primary source of
benefits for work-related injuries and diseases.

(Circumstances justifying exceptions to
this general rule are discussed later in the
chapter.)

Coordination bhetween workmen’'s com-
perr fion and some private insurance programs
finan' -d by employers is also generally appropri-
ate. These programs include, for example, sick
leave plans and disability retirement provisions
of pension plans, but would not include
employer-financed life insurance.

Workmen's compensation will have to be
coordinated with other insurance programs in
order to resolve problems such as the plight of
workers at the dividing line between two pro-
grams who may be denied benefits by both.

The General Relationship Between
Workmen'sCompensation and Programs
Based on Need

Several programs provide benefits to per-
sons in need, including disabled workers, with-
out any requirement that the individual or his
employer contribute to an insurance fund. These
programs include the General Assistance pro-

gram, Aid to the Blind, and Aid to the Perma-.

nently and Totally Disabled. The proposed
Family Assistance Plan, and other versions of an
income maintenance program that have been
given serious attention in recent years, would

provide a basic level of income for all Ain: ™
cans. X

Workmen's compensation has a different
role than these programs. Their task is to protect
families from poverty. Workmen'scompensation
is an insurance program designed to protect
workers and their families against wage loss due
to work-related injuries or diseases. For most
employees, workmen's compensation should
protectincome well above the poverty level.

The difference in these roles explains
why, for most workers, there can be no ade-
quate substitute for a modem workmen's com -
pensation program. To be sure, there are many
full-time workers whose eamings do not take
them out of poverty. Nonetheless, the basic

insurance purpose of workmen's compensation
suggests that the program should not be ex-
pected to remove low-wage workers from pov-
erty if they are so unfortuante as to suffer a
work-related injury or disease. One reason why
our recommendations for benefit levels will not

place considerable stress on high minimum
weekly benefits is that we assume a family
assistance program or other form of income
maintenance program soon will assure a}'
families a sufficient income. o A
-------------------------- R3.4---mmmmmmmmmmm oo

We recommend that workmen's compensation
benefits not be reduced by the amount of any
payments from a welfare program or other
program based on need.

If a family assistance program or other
generally available income support program s
adopted with benefit levels that insure all
families an income above the poverty level, then
this income support program should consider
reducing its allowances in the presence of
workmen'scompensation payments.

B. TEMPORARY TOTAL DISABILITY
BENEFITS

A temporary total wage loss henefit,
usually called a temporary total disability bene-
fit, is paid because a work-related injury or
disease causes a temporary and total loss of
eamings. Our evaluation of this type of benefit
is based on comparisons involving a worker withi
three dependents, a family of average si/.e.



Waiting Period

After a worker is temporarily and totally
disabled, he normally does not receive henefits
the first few days. Virtually every workmen's
compensation statute has a waiting period ex-
pressed in calendar days, for which no benefits
are paid. If the worker is disabled for an
extended operiod, however, benefits for the
initial waiting period are paid retroactively.

The recommended standard published by
the Department of Labor provides a three day
waiting period, with the benefits for the three
days paid if the total period of disability exceeds
14 days. The Model Act specifies a seven day
waiting period, with benefits paid retroactively
for the first seven days if the total period of
disability exceeds 28 days.

Table 3.4 indicates the record of compli-
ance with these recommendations in the various
States during the period 1966-1972. Most States
now meet the Model Act standard, but a
substantial majority do not meet the Depart-
ment of Labor recommendation. The shorter the
waiting period, the more workers with' work-
related injuries and diseases are eligible for
benefits. As the period to qualify for retroactive
benefits shrinks, the average number of weeks of
benefits per case increases.

TABLE 3.4. Jurisdictions in compliance with rccom-
T.eiided standards published by the U.S. Dept, of Labor
and the Model Act for waiting period and period of
disability qualifying for retroactive pay, 1DGG-72

States " ;::;,, Federal
(50) ©) @
Yoar
Model Model Model
USDL
USDL Act USDL Act Act

1066 7 44 2 3 0 2
1972 10 45 3 4 0 2

The rccom mended standard! Publlshed by the U.S. Department
of Labor (USDL) specity 3 dayl waiting period before
benefits begm and 14 days of "disability to qualify for
tetroactive pixments for tlme Iost in the original wailing
period. The Model Act specifies 7 dayi waiting and 28 to
qualify for retroactive benefit!. Both standards refer to
calendar days, not working days.

See Tahle 2.3 for explanatory notes.

The advantage of reducing both the wait-
ing and the qualifying period is that workers will
have a higher proportion of their lost remunera-
tion replaced by benefits. At the same time, the
cost of the program increases, both in benefits
paid and in administrative expenses. Proponents
of the waiting period argue also that a waiting
period is necessary to discourage malingering.

TABLE 3.5. Percentage of disability days compensable
with various combinations of waiting and retroactive
periods

Calendar days to wait
before
benefits begin

Calendar days

of disability

to qualify for
retroactive benefits

0 3 5 7
100% - -
- 98% - —
7 - 35% 94% 93%
14 - 93% 90% 88%
21 - 92% 88% 84%
28 - 91% 86% 83%

Calculated by actuarial techniques of the National Council on
Compensation Insurance.

Table 3.5 indicates the approximate rela-
tionship in cost among various combinations of
waiting periods and retroactive periods. The
table is constructed so that the cost of paying
henefits for all days of lost time isequal to 100
percent. Thus, the Model Act standard (7 days
wait/retroactive after 28 days) would pay bene-
fits for approximately 83 percent of all lost
time, and the Department of Labor standard
would pay for approximately 93 percent of all
lost time.

R3.5

We recommend that tire waiting period .for
benefits be no more than three days and that a
period of no more than 14 days be required to
qualify for retroactive henefits for days lost.

We believe this recommendation repre-
sents a reasonable compromise between the
interests of reducing the number of payments
for truly minor disabilities and of insuring that
even moderately serious injuries will have bene-
fits restored retroactively for the first days lost.
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Proportion of Lost Remuneration
to be Replaced

The Model Act suggests that tern >rarily
and totally disabled workers Jiould ret \ve 55
percent of their average weekly wage in | lefits,
with an additional 2 1/2 percent paid ; each
dependent up to amaximum of five depr dents.
As an alternative formula, the Model /m | uses
the more traditional standard of benefi. sequal
to 66 2/3 percent of the worker's week' wage.
(The worker's benefit is subject to minin. n and
maximum weekly benefits.)

In general, present workmen’ com -
pensation programs do a creditable b of
meeting this standard. In 1972, 32 o ‘'he 50
States meet this 66 2/3 percent standard -nd six

others pay 65 percent. No State pays ! than
60 percent of the worker's wage.

There is a great virtue in re' ring a
worker's benefits to his previous wa; This
approach, in contrast to a system whic would
pay workers a flat amount if they are < abled,

permits workmen's compensation reasc bly to
accomplish its objective of maintaining iconic
with fair regard for the level of eamins before

disability. Also, this means States w 't high

wage levels automatically provide higher  .nefits

for their workers than States with low v §rs.
We have indicated our prcforen for a

formula which bases a worker's beneli on his
spendable eamings before disability.
-R3.G-

Wc recommend that, subject to th State's
maximum weekly benefit, temporary oil dis-
ability benefits be at least 80 pcrcc; of the
worker's spendable weekly earnings. T form-
ula should be used as soon as feasible .. in any
case, as soon as the maximum weekly .'efitin
a State exceeds 100 percent of tl State's
average weekly wage.

We realize that,on an interim ha use of

agenerally inferior formula may be riei :nry.

na.7-
Wt recommend that, subject to th State's
maximum weekly benefit, temporary :rial dis-

ability benefits be at least 66 2/3 perc i of the
worker's gross weekly wage.

In addition to this 66 2/3 percent, a State
may wish to provide a dependents’ allowance.
However, a dependents’ allowance in addition to
the 80 percent of spendable weekly eamings
would be inappropriate.

Maximum Weekly Benefit

The recommendation published by the
Department of Labor provides that the maxi-
mum weekly benefit in a State should be at least
66 2/3 percent of the average weekly wage in
the State. Table 3.6 indicates the extent of full
compliance with this standard since 1940. The
majority of States do not now meet the stand-
ard. Maximum benefits were nearer to the
average wage in 1940 than they have been since
then, although there has been some improve-
ment in recent years.

The data in Table 3.6 need to be inter-
preted with caution. Part of the apparent in-
crease in full compliance between 1966 and
1972 may be a statistical artifact. The evalua-
tions for the years prior to 1972 arc based on
the statutes in effect on December 31 of agiven
year compared to the ‘average weekly wage
during that same year. For 1972, the statutes in
effect as of January | arc compared to the
average wages in the firsthalf of 1971, the latest
data available. If the comparisons were made
between the January 1, 1972, statutes and the
average weekly wage for the entire calendar year
of 1971, it appears likely that three more States
would not fully comply with the recommended
standard.

The sensitivity of the full compliance
results in Table 3.6 to the wage being used
demonstrates how some States find it difficult
to keep benefits in line with rising wages. If a
State conscientiously amends its law to set the
maximum weekly benefit equal to two-thirds of
the average weekly wage for the latest data
available, it usually would find that when the
wage data subsequently became available for the
date when the law was amended, the maximum
would fall short of its target. Recognizing that
the rising trend in wages makes it difficult for
States to have their maximum benefits equal or
exceed the two-thirds standard, Table 3.6 identi-
fics the States which have substantially complied
with the traditional 66 2/3 percent standard by
creating a category where the maximum weekly



TAIILE 3.G. maximum weekly benefits for temporary total disability as a percentage of average weekly wage:
distribution of jurisdictions, 1940-72

Other
States AStates 9 Federal
150)
16) )

Year (19 ) 40 46 S & 7 40 46 56 66 72 40 46 56 66 72

Full compliance
75% or mors 29 32 2 4 1 2 1 1 1

5B.7 to 74.9% 9 1 1 1 6 1 1

Sub'.tnntial comolianca

BtVto 66.6% 7 4 1 1 8 2 2 1
1
Substandard
50 t. 59.9% 4 17 7 16 12 1
Less ban 50% 0 24 39 30 20 1 1

The maximum benefits for 1940 through 1946 arc for December 31 and arc compared to the State’ average weekly wage for the
corresponding y.tar. The 1972 mammums are those in effect on January 1, 1972, and are compared to the State’ average weekly
wage for the firs half of 1971.

Benefits are raln.lited as payments to aworker with three dependents.

Wage data for 4 cvher “States” are not available. Mississippi law did not go into effect until January 1, 1949. Wage data for Puerto
Rico was not available before 1961.

Source of wage dvta: Handbook of Unemployment Insurance Financial Data, 1938-1970, and unpublished data from \tS
Department of Labtir.

See Table 2.3 for explanatory notes.

henefit is at leas* 60 percent of the average It is distressing that as of January 1, 1972, the

maximum

weekly wage in the jurisdiction. Eighteen States
are In “full coinpliaice*’ or “substantial compli-
ance" with the 66 7j3 percent strndard. How -
ever, the maximum veekly benefit in 20 States
is less than 50 percent of the State's average
weekly wage, and in another 12 States, the
maximum weekly benefit is hetween 50 and 60
percent of the State's average weekly wage. The
deficiencies in these Sta'es are due to more than
a temporary lag in lcgisla ive enactment.

Judged by traditional standards, ,i major-
ity of States have maximum weekly benefits
which are inadequate. Moreover, the wid; varia-
tion among the States in the relationship of
maximums to average weekly wages indicates
that the maximum weekly benefits for tempo-
rary total disability are not ccuitable.

Our judgment that the maximum weekly
benefit levels are generally inadequate is rein-
forced by comparing the maximum weekly

benefit in each State asof Januiry !, 1972, wi.h
the 1971 national poverty leve, for a non-fam
family of four persons, which is S79.55 a week,

weekly benefit for temporary total
benefits in more than half of the States did not
reach this poverty level.

Some temporarily disabled workers have
sources of income in addition to workmen's
compensation benefits. After thi first six
months of disability, a worker w' continues to
he incapacitated may be eligible for disability
insurance benefits under the Social Security
program. In California, some workers may rc-
ceive a benefit under the temporary disability
insurance law equal to the difference between
the TDI benefit and the workmen's compen-
sation benefit. More common but available
nationally only to a minority are sick leave or
insurance bhenefits provided by employers to pay
for the waiting period or supplement the weekly
workmen's compensation benefits. The sick pay
plans sometimes replace wages in full, but more-
often pay some flat amount or an amount
proportioned to replace part of eamings.

The extent of such coverage varies by size
of firm (the larger firms tend to offer more
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protection), by industry (public utilities and
manufacturing are more |likely to have such
plans), and by type of worker (salaried workers
are much more likely to enjoy this protection
than wage workers.) Moreover, even among
progressive firms, fewer than half the workers
are covered by sick leave or other plans which
supplement workmen's compensation benefits
for temporarily disabled workers. These private

plans are almost always integrated with pay-

ments by public programs so that duplicate
payments are rare.

Despite such supplementary income, the
conclusion is inescapable that the maximum
weekly benefits for most disabled workers are in
general inadequate and inequitable.

It seems likely that workmen's compensa-

tion beneficiaries prior to injury have on the
average weekly wages lower than the State
average. It is difficult to confirm this assump-
tion, although- it has been observed that the
injured are often the young and inexperienced.
The only available series on wages of injured
workers is published by the National Council on
Compensation Insurance. The Council believes

the average wages for injured workers arc prob-

ably understated by its data because some of the
sources the Council uses do not report the full
wage of high-wage workers.

Weekly benefits for disability often are
reduced by attorney’'s fees. (See Chapter 6) The
data on legal expenses are limited, but it is
evident that the adequacy of benefits is further
undermined by the effect of these fees, which in
almost every State are paid by the worker.

While we recognize that not all of the data
that would be useful to evaluate the adequacy of
henefits are available, nonetheless there, are
enough data to support a finding that the States
arc failing to meet in a responsible fashion the
traditional standard of a maximum weekly
benefit of at least 66 2/3 percent of the average
weekly wage in the State. Moreover, that tradi-
tional maximum is too low.

A statute which provides that a worker's
benefit shall bhe 66 2/3 percent of his wages
subject to the State's maximum v/eekly benefit,
coupled with a maximum weekly benefit which
is 66 2/3 percent of the State's average weekly
wage, means that in fact approximately half of
the workers in a State arc going to receive
henefits that are less than 66 2/3 percent of

their previous wages. It is wrong to restrict the
benefits of such a substantial proportion of the
work force through the operation of the maxi-
mum weekly benefit.

1- --R3.S

We recommend that as of July L, 1973, the
maximum weekly benefit for temporary total
disability be at least 66 2/3 percent of Tie
State’s average weekly wage, and thatasofJuly
1, 1975, the maximum be at least 100 percent
of the State's average weekly wage.

By 1975, the most expensive phase of our
recommendations for maximum benefits will be
over, and the States should then proceed to
increase the protection for woi ;ers with above-
average eamings.

We recommend that as of July 1, 1977, the
maximum weekly benefit for temporary total
disability be at least 133 1/3 percent of the
State's average weekly wage; as of July 1, 1979,
the maximum should be at least 166 2/3 percent
of the State's average weekly wage, and on and
after July 1, 1981, the maximum should be at
least 200 percent of the State's average weekly
wage.

R3.10-

We recommend that, for all maximum weekly
benefits, the maximum be linked to the State's
average weekly wage for the latest available year
as determined by the agency administering the
State employment security program.

Increasing the maximums according to
our recommendations is not only essential to
make benefits equitable and adequate, it is

administratively and economically feasible.
Thirteen States now have provisions which
automatically increase the maximum weekly

benefit for temporary total benefits as their
average weekly wage increases.

Figure 3.1 indicates the approximate cost
of moving to these successive increments of
maximum weekly benefits when the maximums
are coupled with the Model Act standard of a
minimum weekly benefit, equal to 20 percent of
the State's average weekly wage and a weekly



disability benefit equal to 66 2/3 percent of the
worker'sweekly wage.

FIGURE 3.1. Additional cost of increasing maximum
weekly benefits in workmen's compensation

21%
o to 0 t0
66t.07% 100% 133.3% 16&.7% 2000

Increase in maximum weekly benefit (expressed
as percentage of State's average weekly wage)
Calculated by staff of National Commission on State Workmen's
Compensation Laws with actuarial techniques of the National
Council on Compensation Insurance. Calculations assume
that a worker's benefit is 66.67% of his weekly wage, subject
to a minimum weekly benefit equal to 20% of the State's
average weekly wage and to the maximum weekly benefits
shown in the figure.

C. PERMANENTTOTAL DISABILITY
BENEFITS

Only about 10 percent of all workmen's
compensation claims (including claims paying
medical benefits only) involve impairments seri-
ous enough to qualify the workers for perma-
nent total disability or permanent partial bene-
fits. Only about 1,000 workers each year receive
permanent total disability awards.

Although numerically less important than
tire claims involving temporary total disability
benefits or medical care only, the claims involv-
ing workers with permanent impairments pre-
sent the most difficult challenges. These cases
are the most expensive in terms of benefits paid
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and services provided. In addition, the claimants
present the greatest potential for rehabhilita-
tion—a potential which too often is unappreci-
ated and unfulfilled.

One reason for the insufficient attention
to.rehabilitation is the tendency to view work-
men's compensation primarily in terms of pay-
ment of cash benefits. In some States virtually
all that happens is that a worker is injured,
inspected, and indemnified. Such a policy is
unsatisfactory and inhumane, and in Chapters 4
and 6 we spell out procedures which should
insure that workers with serious impairments
will receive needed medical and rehabilitation
seryices under the close supervision and careful
attention of the State workmen's compensation
agency. We stress these restorative aspects of a
modem workmen's compensation program be-
cause we do not wish our discussion of cash
henefits for serious impairments to divert atten-
tion from our goal of an integrated and compre-
hensive set of services for workers with serious
impairments.

Legal Definition

Permanent total disability benefits should
be paid to a worker who experiences a work-
related injury or disease which leads to a
permanent impairment that makes it impossible

for him to engage in any substantial gainful
activity for aprolonged period. If aworker earns
income subsequent to his injury, he may be
eligible for the permanent partial disability
benefits described later in this chapter.

Our recommendations for improvements
in the level and extent of permanent total
disability benefits assume that the improvements
will be applied only to those who truly are
permanently and totally disabled. A few jurisdic-
tions, however, use definitions of permanent
total disability which permit such awards to
impaired workers who retain substantial wage
garning capacity.

*R311-

We recommend that the definition of permanent
total disability used in most States be retained.
However, in those few States which permit tire
payment of permanent total disability benefits
to workers who retain substantial earning capac-
ity, we recommend that our benefit proposals be
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applicable only to those cases which meet the
test of permanent total disability used in most
States.

Proportion of Lost Remuneration
to be Replaced

The traditional benefit for permanent
total disability replaces two-thirds of the work-
er's wages, subject to minimum and maximum
weekly benefits. The Model Act’'s alternative
formula encompasses this traditional view. The
Model Act also provides amethod for automati-
cally increasing the benefits of a totally disabled
worker as the average weekly wage in the State
increases. (See Section 21 of the Model Act)

Most Stages specify an adequate percent-
age of lost wages to be replaced for a totally
disabled worker, although only five now provide
for automatic increases in benefits as the State’s
average weekly wage increases.

R3.12-

We recommend that, subject to the State's
maximum weekly benefit, permanent total dis-
ability benefits be at least 66 2/3 percent of the
worker's gross weekly wage.

After a transition period, our
formula (R.3.13) should be used.

preferred

*R3.13-

Wc¢ recommend that, subje.t to the State's
maximum weekly benefit, permanent total dis-
ability benefits be at least 80 percent of the
worker's spendable weekly eamings. This form-
ula should be used as soon as feasible or, in any
case, as soon as the maximum weekly benefit in
die State exceeds 100 percent of the State’s
average weekly wage.

A dependents’ allowance may be appro-
priate in addition to the benefits based on gross
weekly wages, but isnot appropriate in addition
to the benefits based on spendable eamings.

Protection against erosion in the value of
die benefits must be provided for claimants with
long-term disability cases.

R3.14

We recommend that I'leneficiaries in permanent
total disability cases have their
creased through tune in the same proportion as
increases in the State's average weekly wage.

Maximum Weekly Benefit

Like maximum temporary total benefits,
the maximum weekly benefits for permanent
total disability are seriously deficient in certain
States. Table 3.7 indicates the relationship of
the maximum benefits for permanent total
disability to average wages in the various juris-
dictions in 1972.

TABLE 3.7 Maximum weekly benefits ;or permanent
total disability as a percentage of average weekly wages:
distribution of jurisdictions, 1972

Percentage States ;)tg:zrs Federal
(50! (6)* )
75% or more 4 NA 1
66.7/74.9% 6 NA .
60/66.6% 4 NA 0
507/59.9% 11 NA 0
Less than 50% 25 . 2 1

« Average wage data not available for four "States."
See Table 2.3 for explanatory notes.

The maximum weekly benefits in most
States are inadequate, and the considerable
variation among the States in the relationship of
die maximums to the State average weekly wage
indicates considerable inequity.

-R3.J5-

We recommend that as of July 1, 1973, the
maximum weekly benefit for permanent total
disability be at least 66 2/3 percent of the
State's ave, age weekly wage, and that as of July
I, 1975, the maximum be at least 100 percent
of the State's average weekly wage.

M316

We recommend that as of July 1, 1977, the
maximum weekly benefit for permanent total
disability be at least 133 1/3 percent of die

benefits in-

* -



State's average weekly wage; as of July 1, 1979,
the maximum should be at least 166 2/3 percent
of the State's average weekly wage; and on and
after July 1, 1981, the maximum should be at
least 200 percent of the State's average weekly
wage.

These maximums should be linked to the
State's average weekly wage as defined in recom-
mendation 3.10.

Duration of Permanent Total
Benefits

Permanent total benefits should be paid
for the entire period of disability or for life,
according to the recommendation published by
the Department of Labor and the Model Act.
There should be no limits of time or total dollar
amount on permanent total benefits.

Table 3.8 indicates the extent of compli-
ance with these recommendations. I> is dis-
tressing to note that 19 States in 1972 did not
meet the standard. In 15 States, a totally
disabled worker can receive benefits for a
maximum period of less than 10 years. In 11
States, often the same States with maximurli
limits on duration, the most a totally disabled
worker can receive in benefits is less than
525,000. This amount is less than the average
American worker earns in four years of full-time
work.

TABLE 3.8. Jurisdictions with compensation for
permanent total disability payable for life or period
of disability

Other
Stater Federal
Year "Sta’cr"
50

(50) @ @)
1946 16 0 1
1960 26 1 1
1966 30 2 \
1972 31 3

See Table 2.3 for explanatory noiei.

These limitations on permanent total
benefits are inexcusable in amodem workmen's
compensation program. The worker with a
permanent total disability presents acompelling
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need for long-term support from workmen's
compensation.

-R3.17-

We recommend that total disability benefits be
paid for the duration of the worker's disability,
or for life, without any limitations as to dollar
amount or time.

This recommendation is primarily relevant
for permanent total disability benefits, but also
is applicable to temporary total disability bene-
fits, which are of limited duration oramount in
some States.

Relationship of Permanent Total
Benefits to Other Programs

A permanently and totally disabled
worker who is receiving workmen's compensa-
tion benefits often is eligible for payments from
other programs. The most important additional
public benefit is provided under the Social
Security program (0OASDHI). Although it isnot
known how many workmen's compensation
beneficiaries arc eligible for benefits wunder
Social Security, a rough idea can be gleaned
from awards data. In recent years there have
been about 1,000 permanent total and 35,000
major permanent partial disability awards
annually under workmen's compensation. In
1968 about 11,000 workers receiving permanent
disability benefits from Social Security had
these benefits reduced because they were receiv-
ing workmen's compensation benefits. It is
estimated that perhaps another 2,000 to 4,090
were receiving both benefits, but were not
subject to the offset because their combined
workmen's compensation and Social Security
benefits were less than 80 percent of their
former wage. It thus appears likely that most
seriously disabled workers receiving workmen's
compensation benefits are not receiving Social
Security benefits.

Private supplements also arc available to
some workers. Perhaps three-fourths of the 30
million American workers in private industry
covered by retirement plans may receive bhenefits
if they become disabled. However, vesting limi-
tations and age and service requirements limit
the number of these workers who arc eligible.
This form of protection, like other private

_ -.tu=dv v- ~vii



industrial sector, size of
firm, union status, and other factors. Most
manufacturing workers, but only about one-
third of retail-trade workers, have pension plans
with disability benefits.

Another type of benefit available for
permanent total disability in private industry is
group long-term disability insurance. This plan
has few eligibility restrictions but is offered
mainly to salaried workers. (A recent survey of
leading firms showed more than half of salaried
workers but little more than a fourth of hourly
workers are covered by long-term-disabilitv
plans.)

supplements, varies by

In the aggregate, supplements to work-
men's compensation permanent total disability
benefits are probably substantial, but their
availability differs greatly among and within
firms. Supplements are more prevalent in large
than in small firms, and in unionized than in
nonumonized firms. Reliance on supplements
may only exaggerate the inequity of the treat-
ment of permanently and totally disabled
workers.

Because of the numerous possible sources

of benefits for permanently and totally disabled
workers and the substantial inequities which can

occur if the benefits we have recommended for
workmen’'s compensation arc duplicated by
benefits from other programs, we believe that

coordination is necessary. Coordination is essen-
tial also hecause the general availability of
programs for totally >'sabled workers in addi-
tion to workmen's compensation may have
undercut the sense of urgency concerning the
need for increases in workmen's compensation
benefits. Unfortu “**dy, many workers have
probably suffered as a consequence of the lack
of urgency because. 'rr them, workmen's com-
pensation was the s”le or primary source of
protection when they became totally disabled.
Only if workmen's compensation is coordinated
with other programs can there be assurance that
the substantial workmen's compensation
fits necessary to protect those workers who rely
on the program for primary protection will not
provide unnecessary support to other workers
with multiple sources of protection.

The most obvious need for coordination
involves tire disability insurance program of
Social Security and workmen's compensation.

hene-

R3.1B

We recommend that, provided our other recom-
mendations for permanently total disability
benefits are adopted by the States, the Disability
Insurance program of Social Security continue
to reduce payments for those workers receiving
workmen'scompensation benefits.

We believe also that it is appropriate to
integrate workmen'scompensation benefits with
other benefits provided by an employer. As in
the past, we believe that employers and other
interested parties, such asunions, should be free
to develop provisions which either supplement
workmen's compensation benefits or reduce
retirement or disability benefits paid for by the
employer in the presence cf workmen'scompen-
sation benefits.

D. PERMANENT PARTIAL BENEFIT!

A worker who experiences an impairment
because of a work-related injury or disease, but
who is not totally disabled, may be cligiLie for
permanent partial benefits. Permanent partial
cases are the most expensive portion of the
workmen's compensation program: cash bene-
fits and medical care in permanent partial cases

account for more than- SC percent of all
payments.
Permanent partial benefits are also the

most controversial and complex aspect of work-
men's compensation. We v :c impressed during
our hearings and meetings vnat for no other class
of benefits arc there more variations among the
States or more divergence bhetween statutes and
practices.

One element in the variations is the
relative importance of cash benefits for minor
permanent partial cases. Such benefits represent
less than 10 percent of all payments in four
States, but represent more than 30 percent in
our others. (Tahle 3.9)

The imbalance in the importance of per-
manent partial benefits among the States s
accentuated by the apparent paradox that some
States with an wunusually high proportion of
total benefits paid for permanent partial benefits
also have unusually low maximum weekly bene-
fits for the category. New Jersey expends over
35 percent of all benefit payments on minor



TABLE 3.9  Distribution of 44 States and tl'ie District
of Columbia according to cash benafits paid for minor
permanent partial impairments as a percentage of their
total outlays for workmen's compensation benefits, 1970

Indemnity Number of States
Less iiian 10% 5
10/14.9% 9
15/19.9% 1
20/24.9% 10
25/29.9% G

30% or morn
4

permanent partial cases even though its maxi-
mum weekly benefit for permanent partial (S40)
is far below the maximum for other classes of
benefits (S101).

A possible explanation of these imbal-
ances is that the evaluation of the extent of
disability in permanent partial cases permits
considerable discretion for decision makers, in-
cluding agency adjudicators and courts. In some
States, officials apparently have stretched the
rules out of sympathy for claimants with perma-
nent partial injuries. Occasionally, because the
statutory benefits were so low, every effort was
made to pay those benefits freely by, for
"'xample, evaluating the extent of impairment
liberally. However, because of the frequency of
minor injuries, the cumulative amount of
payments was substantial.

For these and possibly other reasons, the
total cost and the* imbalance of permanent
partial benefits tend to undermine the entire
workmen's compensation program. Employers,
disturbed by what they consider excessive pay-
ments for minor injuries, have refused to
support general increases in benefits. Labor
spokesmen oppose surrender of the substantial
awards for minor injuries bhecause they fear that
any general benefit increases given in exchange
would soon be eroded by the passage of time
and the assault of inflation. The result of this
stand-off has too often been the permanent
impairment of reform efforts other than incon-
sequential or bizarre statutory amendments,
such as New Jersey's differentiation between
maximum benefits for permanent partial claims
and maximums for other classes of benefits.

We believe the States must break the
log-jam barring general reform posed by the

imbalances of permanent partial benefits.
Workers with truly serious injuries suffer, while
employers bear the costs of extravagant awards
forminor injuries.

A bold and substantial reform of perma-
nent partial benefits is necessary. Indeed, there
is no more pressing and fundamental issue
confronting workmen's compensation. Nonethe-
less, we have concluded that the issue is so
intractable that we would do a disservice to
make precise recommendations for the restruc-
turing of permanent partial benefits on the basis
of the time for analysis that was available to us.

R3.19

We recommend that each State undertake a
thorough examination of permanent partial
henefits and that the Federal government spon-
sor a comprehensive review of present and
potential approaches to permanent partial
benefits.

We offer below some suggestions which
should be considered in the State and Federal
reviews of the topic. In Chapter 7, we describe
the Federal vehicle we believe is appropriate for
the review, which we believe will require more
time for analysis than was available to this
Commission.

Two Bases for Permanent Partial
Benefits

There are two possible bases for perma-
nent partial benefits. Benefits can be paid solely
because of a work-related impairment. Benefits
can he paid because the worker has a disability
which resulted from a work-related impairment.
The disability can be measured by actual wage
loss or by loss in wage-earning capacity.

Workmen's compensation benefits now
are usually justified as payments because of
disability. Nonetheless, payments solely because
of impairment are of some importance. In
practice, there are several approaches to perma-
nent partial benefits which combine the impair-
ment and disability bases in different ways. The
same statute may contain more than one of the
approaches.

Benefits based solely on extent of impair-
ment. Some statutes incorporate a schedule of
benefits for a specific list of impairments, and
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the benefits are paid whether or not there is a
disability. Moreover, the benefits are the exclu-
sive remedy for workers with these impairments
(except, in most States, for the temporary total
disability benefits paid during the healing
period), even if the worker's wage loss far
exceeds the scheduled benefits. The Model Act
incorporates this approach for certain impair-
ments, such as the loss of a foot (which, on the

assumption that the whole man is rated at 400
weeks, results in 112 weeks of benefits in
addition to healing period benefits).

It could be argued that the main purpose
of such a schedule is to provide benefits for
disability, and that impairment is used as the
basis for benefits because impairment and dis-
ability are closely related. The validity of this
argument is questionable bhecause tlnre is no
exact relationship between the degree of impair-
ment and the extent of wage loss. Some workers
with only minor permanent impairments have
substantial wage losses. The concert pianist who
loses a part of one finger is the classic example.
Other workers may suffer serious impairments
and experience only limited disability. A lawyer
might, for example, lose an arm without perma-
nent loss of earning capacity.

Despite the doubtful validity of using
impairment ratings to predict the extent of
disability, there is an obvious advantage to the
use of schedules. They provide a convenient
method to determine, on the basis of one
evaluation, the benefits that are considered
appropriate as acushion for possible future wage

loss or, if no wage loss is suffered, for the
impairment itself.
Benefits based solely on extent of dis-

ability. Some statutes provide that, for perma-

nent impairments which arc not specifically
named in the statute, the worker's exclusive
remedy (again, with the exception in some

States of healing period benefits) are benefits
paid only if there is disability. The Model Act
provides that for those disabilities which result
from injuries not listed in the schedule, the
weekly benefit is 55 percent of the loss in
wage-earning capacity, payahble during the period
of disability (subject to minimum and maximum
weekly benefits and dependents’ allowances).

Benefits based on both disability and
impairments; predetermined formula
used. Another approach is to base permanent

partial awards on a formula that
factors relating to impairment and to disability,
For example, California uses an impairment
rating as a starting point for its permanent
partial awards, but then modifies the rating to
take account of the worker's age and previous
occupation. The California approach, while
recognizing the difference between impairment
and disability, still represents only a rough
estimate of the effect of a specific permanent
impairment on the actual wage loss of a partic-
ular worker.

Benefits based on both disability and
impairment; flexible formula used. Some
statutes use impairment ratings as the basis for
determining the initial duration of permanent
partial benefits, but also provide additional
benefits if the actual disability extends bheyond
this initial period. The Model Act, for example,
specifies the number of weeks of benefits for
certain serious impairments, such as 240 weeks
for the total loss of an arm. Benefits, however,
may be paid beyond the prescribed period
provided the disability continues. Michigan and
New York have adopted this Model Act
approach for certain impairments.

Benefits based on disability or impair-
rnent. In Florida, a worker with a nonschcduled
permanent impairment receives benefits .based
on impairment or disability. After evaluating the
extent of impairment a disability rating is
prepared, based on the impairment rating and
other information relevant to the worker'searn-
ing capacity. Benefits are based on the more
generous of the two ratings.

Dual benefits. Another approach, used in
Massachusetts, is to separate benefits for impair-
ment from benefits for disability. A worker may
he eligible for both.

Suggestions for Restructuring
Permanent Partial Benefits

The considerable differences among the

States in the benefits awarded for similar impaij-

ments cannot be justified. We offer the follov-
ing suggestions as a starting point for further
investigations of the area. We are not endorsing
all of these suggestions, though we believe they
warrant serious consideration.

Explicitly separate
ability benefits. As indicated

in Chapter I, we

impairment and Jis-

considers s

\



that the primary basis for workmen’'s
compensation benefits should be the worker’s
loss of wages. We also believe that limited
payments for permanent impairments are appro-
priate. A major difficulty with present perma-
nent partial benefit provisions is that most seem
to use one formula which bases benefits on both
the impairment and disability bases. Combining
both bases into one formula appears unwork-
able.

helieve

Consideration should be given to the use
of two types of benefits:

permanent partial impairment benefits,
paid to a worker solely because of a work-
related impairment

permanent partial disability benefits, paid
to a worker because he has both a work-
related impairment and a resultant disability.

A worker might be eligible for both types
of benefits. The impairment benefits would be
hased on the worker'simpairment relative to the
whole man. If, forexample, the whole man were
defined as 400 weeks, and the disability evalua-
tion unit of the workmen’'s compensation
agency (described in Chapters 4 and 6) deter-
mined that a worker was 50 percent impaired,
then he would be eligible for 200 weeks of
benefits.

Impairment benefits are justified because
of losses an impaired worker experiences that
arc unrelated to lost remuneration. The impair-
ment may, for example, have lifetime effects on

the personality and normal activities of the
worker. Since impairment benefits have no
relationship to wage loss, there would he no

necessity to link the value of the weekly benefits
to the worker's own weekly wage; the weekly
henefit could be the same amount for all
workers in the State.

In contrast, the disability benefits could
be based on actual wage loss or loss in wage
garning capacity. In most States, permanent
partial benefit awards are bhased on estimates of
the future loss in wages caused by the impair-
ment. In some States, such as Michigan, the
worker can be paid benefits on the' basis of
actual wage loss as it develops over an extended
period. While the Michigan approach has some
costs, primarily the added administrative ex-
penses of keeping a case open for a long time,
these burdens arc not insupportable. The
method has the substantial merit of matchin
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loss of wages,
guesses about

benefits to a worker's actual
rather than basing benefits on
future v/age loss.

Remove schedules from the statutes. Al-
most every workmen's compensation statute
contains a schedule which stipulates the bhenefits
to be paid for the listed impairments. These
schedules in some cases may provide a short-cut
to the determination of the benefits to bhe paid,
but that isnot an adequate justification for their
use. Present schedules include only a small
proportion of all medically identifiable perma-
nent impaimr 's. Also, some schedules have
not been rev s for many years, despite con-
siderable progress in the understanding of the
relationship between specificrinjuries and extent
of functional impairment. A basis for a rational
evaluation of injury or disease is the recently
published American Medical Association's
Guides to the Evaluation of Permanent Impair-
ment, Use of the AM A publication instead of
statutory scheduling appears desirable.

It must be stressed, however, that the
AMA guides are relevant for evaluation of
impairment, not disability; and disability should
be the primary basis for awarding permanent
partial benefits. Use of the AMA guides to help
establish the impairment rating, and then use of
the impairment rating in conjunction with other
information, such as the worker's age, educa-
tion, and previous experience, to establish the
extent of disahility seems most appropriate. It is
hard to see how any statutory schedule could
substitute effectively for this process.

Modify existing schedules. We are skepti-
cal of the validity of many statutory schedules,
partially because of the substantial inconsist-
encies in benefits paid for identical impairments.
A loss of a foot entitles a worker to an award of
$6,000 or less in five States: at the other
extreme, in five others, the loss of a foot may
mean S15,000 or more. (Table 3.10)

[f it is believed desirable to retain a
schedule for permanent partial benefits, either in
a statute or in administrative regulation, then we
offer these suggestions. The States should review
their schedules on the basis of the AMA guides,
recognizing that impairment and disability are
distinctive concepts. One way to reflect the
distinction would be to follow the California
policy of modifying impairment ratings by
factors relevant to earning capacity. Another
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TABLE 3.10 Specified maximum amounts of benefits
provided for loss of arm, foot, and eye in various
jurisdictions, 1972

Arm at States “gtt:tzrs,, Federal
2
shoulder (50) ©)* )
Over $25,000 6 1 1
20,000-24,999 1 1 1
15,000-19,999 14 1 a
10,000-14,399 22 2 0
Under 10,000 7 0 0
Foot
Over $20,000 2 1 i
15,000-19,999 0 0
10,000-14,999 14 2 i
6,000-9,999 25 2 0
Under 6,000 5 0 0
Eye*
Over $20,000 1 1 1
15,000-19,999 o 0 0
10,000-14,999 8 2 1
6,000-9,999 27 1 0
Under 6,000 10 0 0

¥ No set amount in Puerto Rico.

See Table 2.3 for explanatory notes.
way to give additional emphasis to disability as a
basis for permanent partial awards would be to
adopt the Model Act provision which permits
benefits beyond the scheduled period when the
disability persists.

Reallocate resources. As indicated, per-

manent partial benefits in some States appear to
take a disproportionate share of total benefits.
Moreover, permanent partial benefits for minor
impairments in some States seem to be excessive

compared to benefits for more serious impair-

ments. In some States, payments are made even
though there are no impairments. At the same

time, the maximum weekly benefits for perma-

nent partial benefits are so low in many States

that seriously disabled workers are penalized.
Drastic reform may be necessary in some

States to shift benefits to workers with the most

£3£2¢&

serious impairments. A possible strategy would
he to increase the maximum weekly benefits at
the rate we have recommended for other classes
of benefits, while simultaneously proscribing
permanent partial payments unless the worker
experiences a permanent impairment of at least
10 percent of the whole body oran actual wage
loss of at least 10 percent of the pre-disability
wage.

Healing period benefits. Most workers
with permanent partial impairments experience
a brief initial period of total disability. Tempo-
rary total benefits are awarded for this healing
period. After wage-earning capacity returns,
eligibility for permanent partial benefits is deter-

mined. In most States, permanent partial bene-

fits are paid in addition to the healing period
benefits, but in a few States, benefits paid for
the healing period are subtracted from the
permanent partial awards. This practice is ques-
tionable since the permanent partial awards
generally are designed to estimate future wage
loss, whereas healing period benefits are paid
hecause of wages already lost at the time of the
evaluation.

Relationship to Other Programs

Many workers with permanent partial
disability receive benefits from two or more
programs, including workmen's compensation.
About 25,000 beneficiaries with retirement or
disability awards-under Social Security in 1968
also were receiving workmen's compensation
benefits. Although itisnot known what number
were receiving permanent partial benefits, these
benefits are the most likely to be involved in the
overlap as there arc only about 1,000 permanent
total disability awards annually.

The most common private supplement to
workmen's compensation for certain types of
permanent partial disability comes from acci-
dental death and dismemberment insurance. A
majority of companies with at least 100 employ-
ees offer these benefits, but not all plans pay
benefits for work-related disability.

Some with permanent partial disability
awards may subsequently become eligible also
for veterans' pensions or for aid to the perma-
nently and totally disabled under the public
assistance system.The overlap of these programs
is probably small: any duplicate payments are
hardly excessive.

(.



Date of

Rate Change

08-01-59
12-01-60
12-31-61
12-31-62
12-31-63
10-01-64
09-01-65
10-01-66
11-01-67
01-01-69
11-01-69
10-01-70
04-01-72
06-15-72
03-01-73
06-01-74
06-01-75
05-01-75
11-01-76
02-01-77
09-01-77
03-01-78
03-01-78
06-01-78
10-01-78
12-01-79
04-01-80
06-01-80
01-01-81

NOTES:

The basis of premium
individual

ALASKA WORKMEN'S COMPENSATION RATE LEVEL HISTORY

Total

+

I
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+ + 4+ 1
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© O Ul WO W Ul

Change
Rate Level

-0%
-3%
-2%
. 4%
.4%
1%
- 3%
-8%
1%
.2%
.6%
-4%
-2%
.8%
1%
-2%
.5%
. 4%
7%
.0%
.6%
.0%
.2%
-8%
-1%
.8%
-9%
.0%
.8%

payroll

Effective 06-01-75,

06-01-75,
in changes

Fkk The 04-01-80 change did not change the overall
the premium discount entry

a compensating change

also revised.

PREPARED BY:

In

is payroll.
per week was

the

THE ALASKA DIVISION OF

limitation on
creased from $400 to unlimited.
scheduled full
later extended to six years.
03-01-78,

level
in rates.

Portion Due
To Experience

-14.6%
- 1.4%
+ 6.2%
- 0.7%
- 5.4%
+ 9.6%
- 0.3%
-13.0%
3.1%
4.9%
6.1%
1.2%
- 5.2%
- 3.1%
+20.7%
+10.9%

+ + 1

- 8.2%
+ 4.0%

+13.1%
- 1.5%

+10.0%

Decreases

06-01-78 and 01-01-81.
in classification relativity but not

individual
A transition program,,
implementation of the change over a period of three years,
in the rates were
The 06-01-80 change resulted
in overall

INSURANCE

Portion Due to
Change In

Payroll

rate

.Effective 11-01-69, the
increased from $300 to $400.

payroll

level.
from $1,000 to $5,000 thus necessitating

The expense structure within the rate was

Base

Portion Due
To Law Change

+24.1%
+ 0.1%

+ 0.3%
+ 5.0%
+ 1.4%
+ 2.2%
o+ 6.%%
+15.8%

+11.2%
+35.2%

+13,0%
+ 6.0%
-18.6%
+ 1.0%

+ 3.5%

0.6%

limitation on

per week was in—

part of the filing,

filed effective
premium base.

It did change
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The division of workers' compensation in the Department of
Labor shall undertake a comprehensive study of vocational rehabilitation of
Injured workers to Include the following topless (1) the organisational
planning for a central agency to supervise and control the sequence, timeli-
ness, duration and quality of rehahbilitative caret (2) the coordination of
programs for the distribution of services with other Involved agenclest (3)
the determination of the relationship of the obligations of employers and
employees In tho rehabilitative process aa well as the accountability for
the performance of rehabilitation facilities! (4) the development of methods
to minimize the adversary environment and create an atmosphere conducive to

successful reemploymenti (5) the development of reemployment programs for
disabled workerst (6) the Integration of woi”ere' compensation with other

progrums for the dlsabledi and (7) a review of Incentives and disincentives
for employees, employers, and Insurers Involved In tha rehabilitative process.
The division of workarsl compensation shall report its recommendations for
legislation or administrative action by the 30th day of the Second Session
of ths Twelfth Legislature.

EXHIBIT
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BENEFTTS PROVIDED

Since workers' compensation imposes an absolute (but limited)
liability upon the employer K*>employee disabilities caused by the
employment the benefits payable to the Injured employee at-
tempt to cover most of the worker's economic loss. This loss
Includes both loss of eamings and extra expenses associated with
the Injury.

%oe ifically, the benefits provided are:
* LaSh benefits, which Include bach Impairment benefits and
disability benefits. The former are paid for certain specific physical
Impairments, while the latter are available whenever there is an
Impairment and awage loss.
0 Medical benefits, which are usually provided without dollar or
time limits. In the case of most workplace injuries, only medical
benefits are provided since substantial impairment or wage less
is not Involved.
+ Rehabilitation benefits, which Include both medical ehabilP
cadon and vocational rehabilitation forthose cases Involving severe
disabilities.

CASH BENEFITS

In considering workers' ccnv'— -nan Income or cash benefits—
which replace employee lost come or earning capacity due
to occupational Injury or disease— four classifications o f disability
are used: (1) temporary total. (2) permanent total. (3) temporary
partial, and (4) permanent partial Permanent partial Is divided Into
"non-Si‘heduled™ and “scheduled* disabilities

Most “ases Involve temporary tocal disability. That Is. the em-
ployee- although totally disabled dunng the period when benefits
are payable— Is expe>*~d to recover and return to employment.
Permanent total disAuMiy generally Indicates that the employee
Is regarded as totally and permanently unable to perform gainful
employment

INCOME BEONEFITS FOP. PERMANENT
AND TEMPORARY TOTAL DISABILITY: CHART V

Income or cash benefits payable under either temporary total or
permanent total disability are shown In Chart V. F»> computing
weekJy benefit payments, a formula— expressed .is a percentage
of wage— is used. In most states limitations are placed on max-
imum .and minimum benefits payable weekly, some states also
limit the toral number of weeks and total dollar amount of benefit
eligibility. Where there Is permnnenr toral disability most states
provide payments extending through the employee lifetime.
For either temporary total or permanent total disability thewage-
replacement percentage In each jurisdiction Is thesame. However.
In permanent total disability cases the time limits tend to be longer
and the total dollar amounts higher than In cases of temporary
total disability. Some states provide additional amounts for de-
pendents and other benefits. Allowances for dependentsare charted
as a range In the Maximum Weekly Paymenr and Notations col-

umns.

F'RTIAL DISABILITY

Most awards and the preponderance ofdcllan paid outas Income
benefits are cither for temporary total or permanent partial dis-
ability. As partial disabilities in-blve current eamings orwage-earn-
ing ability. In many states weekly benefit payments for temporary
or permanent partial disabilities of the “nan-scheduled' type are
based on a wage-loss replacement percentage. The percentage
applies to the alfference between wages earned before and afrer
Injury. In some stares “ncn-scheduled” permanent partial disa-
bilities are compensated as a percentage of the total disability

cases.

[HCCME BENEFITS FOR SCHEDULED INJURIES:
CHART VI
ChartV Indicates maximum ame jnts payable in cases of "'sched-

1

uied™ Injuries. Listed by law, these trjur.es involve loss—or loss
of use of—specific body members, where wage loss based on
nature of Impairment Is presumed. In mostjurisdictions the actual
amount payable is a specific number of weeks of benefits (based
on the member Involved) multiplied by the weekly benefitamounf
(based on eamings at time of injury).

The chart also Indicates whether the “‘scheduled.” award Is In
addition to any p ayment otherwise payable to the employee while
he may be temporarily totally disabled (healing period). Some
states limit the amount payable for such periods of temporary
total disability.

The Canadian statutes do not provide schedules of specific
Injuries. Cases are decided individually using medical impairment
ratings as guidelines.

SURVIVOR BENEFITS FOR FATAL INJURIES: CHART VII

Benefits payable In the event of fatal Injuries— comprising more
than 14 percent of ail total Income benefits— are shown In Chart
VIL The bhenefits provided Include a burial allowance as well as a
proportion cf the worker's former weekly wages.

Although death Is the ultimate work-related tragedy, the eco-
nomic toss associated with death cases Is often less than that of
a permanent total disability. Because of these considerations, death
benefits arc generally paid to the spouse until remarriage and to
the children unci a specified age. In addition, some laws provide
amaximum benefit total expressed as a maximum period for the
payment of benefits.

MEDICAL BENEFITS, WAITING PERIOD: CHART VIII

Medical Benefits— tmounting to about 29 percent of all workers”

compensation benefits paid— are shown In Chart VIII. In ail UJj.

Jurisdictions and all Canadian provinces unlimited medical benefits

g_re prt(_)vided cither spi "Jficaly by statute or by administrative
iscretion.

Waiting Period*.-Statures provide that a waiting period must
elapse during which Income benefits axe not payable. This waiting
period affects only compensation; medical and hospital ore are
provided Immediately. If disability continues for a certain number
of days or weeks, most laws provide for paymenr of Income
benefits retroactive to the dare of Injuty. Statutory provisions for
waiting periods are summarized In Chart VIIL

REHABILITATION BENEFITS: CHART IX

Mutual Interests of disabled employees and employers generally
favor starting rehabilitation as soon as possible. Although reha-
bilitation Is considered an Integral part of complete medical treat-
ment. Its uses may extend beyond this (for example, where Ir
Includes vocational rehabilitation and retraining).

Specific rehabilitation provisions now in workers”compensation
Laws are outlined In Chart IX. However, rehabilitation Is provided
In ail states even If unspecified In t e law. Maintenance allowance
amounts and special fund sources to finance rehabilitation also
are Indicated.

Insurance carriers and many employers having medical de-
partments are leaden In canying on rehabilitation for the Indus-
trially Injured. Likewise, many major industries have comprehen-
sive programs for emp'oyment of the physically handlcaoped.
Smaller industries maintain modified programs for placement of
disabled individuals In congenial ts— "1 of these pnvare pro-
grams help employees and employe ka.

Tlie Federal Vocational Rehabilitation «*'d Is now effective In ail
scares. it Includes federal funds to aid states in vocational reha-
bilitation of the industrially disabled.
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CHART V O
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INCOME BENEFITS FOR TOTAL DISABILITY O January 1,1982 (continued)
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CHART VO

UAXailAlL WWKLV PAVUENT WIMNUH WEEKLY PAYMENT
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ZEE PAMPLIN JACKSON
Rehabilitation Consultant
P. O. Box 3130
Anchorage, AK 99510
(907) 264-2460

March 12,1982

To the Legislature;
A Preliminary Report was delivered to you on January 26,1982,

| have the honor to submit to you the Finai ReEort of the Comprehensive
Study of Vocational Rehabilitation in the Alaska Workers’ Compensation
Program in accordance with House Bill 94, effective July 11,1981, Correc-
tions and minor changes which dc not alter the essence of the Preliminary
Report have been made.

Findings of the study have led t_o_?eneral conclusions regarding the deli-
verys stem of vocational rehabilitation benefits to injured workers. The
State prkers’ComEensatlon system has the potential to fulfill its obliga-
tions to |nC,ured workers and emP_on_e 's through the provision of properly
structured and managed rehabilitation services. These services are Eres
ently inadequate, however, for a substantial number of injured workers.
Recommendations for change and major improvements are offered for
consideration in deveIoElng an effective delivery system of rehabilitation
benefits tc injured workers in Alaska.

Sincerely,

Zee Pamplin Jackson
Rehabilitation Consultant
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Source Chapter No.

Csuti. 2A£10 an 9

AN ACT

Relating to workers' con.pensntlon;

and providing for an effec-
tive date.

BE ITENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

THE ACT FOLLOWS OH LACE 1, LINE 9

|f DERLINED MATERIAL -ITOICATES TEXT THAT IS BEING AOOEO 10
THE LAW anp BRACKETED MUERIAL IN CAPITAL UTTERS INDICATES
DELETIONS trcm THE LAW, CCMPLEIELY TAW TEXT OR MATERIAL
REPEALED A;10 RE-ENACTED IS IDENTIFIED IN THE INTRODUCTORY
LINE or EACH DILL SECTION.

A|<|>iiivrd by the Governor Jil)y 10, 1901
Actual I'ffecllve Hale; nly 11, 1901
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Chapter 59
dependent relative eltpjhlc to receive death benefits under AS 23.-
30.715, tiie employer or Insurance carrier shall pay $10,000 to the
st'cund injury fund.

(d) Tho board may refund a payment mede? into The second Injur/
fund if the employer or insurance carrier shows that It made the oav-
mont hy mistake or Inndvertence, or If it shows there exinted nt the
time of the death of the employee a beneficiary entitled to benefits
under AS 21.10.215.

(c) The honrd may direct nnd provide the.vocntlonal retraining
mid vocational rclinlill1itlon nf a permanently dinphled pernnn whose
condition is a result of an Injury comnensnblc under this chapter hy
m.ikinp, cooperative arrangements wlih i surance carriers, private organ-
izations and institutions, or state or federal agencies. The percon
heini*. retrained or rehabilitated is entitled to receive additional
compensation from the neennd Injury fund for maintenance durtnp, the
period of retraining and rehabilitation In the sum the hoard consider*
necessary, not to exceed $200 a month. The total expenditures for
malntenance, retraining, rehabilitation, and necessary transportarion
may not exceed $10,000 for jno person.

tf) All amounts collzrtod as civil penalties under A\ 73.10,-
155(c) shall be paid into the second Injury fund.

() The attorney general may investigate claims and hire expert
witnesses necessary to prevent fraudulent or excessive claims for money
In the .second Injury fund.

(ity AilninIstratlon expenses of the state under rhls section and
AS 23.10.205 shall ha paid from the p.eneral fund.

e Sec. 3. AS 21.30,155 In amended to re.id:

Sec. 23,10.155. PAYMENT OF COMPENSATION. (a) Compensation
under thin chapter shall hu paid periodically, promptly, and directly
-1- rsittl OA(FIn) am



Chapter 99
0 the person entitled to It, without nn award, except where liability
to p ly cnmpens it.ion |- conlrovi reed hy Ilie cittpluher To I'mit O'/it i

il.Itm tin1 employei ni'iiil file ;i nnl_]iet on 1 form Jireiiei li ed hy llie
hoard, st-ititip

M) that the tlp.ht of the employee to cotnpens.itlon 1s
controye rUy) s

(?)_the nime nf the employee 1

td_the eiire of the employer)

14* the date of the al If|Til Injury or tlc.nh; nml

(9) the type of compensation anti all grounds upon ulilcli the
right to rnnpens.itten Is controverted.

() Mu first Installment of compensation becomes tine nn the With
Jay after the employer has knowledge of the injury nr death. On this
date all compensation then due shill be paid. Subsequent cueponsallon
shall he paid In Installments, every 14 days |SKMHOL'HILY), except
where Ilie board determines that, payment In installmentsshould he made
monthly or nt some other period.

(c) I'pon making the first payment, and upon an Increase, rod ir-
tjon, totmiii sion, suspension, resumption nr a change in late or type
of ci.mpnnsntlon paid I0OF PAYHFT TOR ANY CAITLI, tie rinployer shall
|l .rATELY | notify the hoard within A days, on [il." ArCRI'IACCL VIfI'l
a .Inrro pteto tihe.l hy the hnard, Ilt.il paymeiit of o ripensa<| -n has ".pin
or has been jnciniseil, reilnifJ. tetmltmred. rewircd, .h..nel, or -us-
pcmletl, as the case may he. If the oriployti fella to  ify the I»-ar!
within 1A days,  thp board shall trsoss against the cunirvtr_n clvU
jiejjadx 'if._SI.OR_pas Sks_for each .lay In excess .f !A 4or that the
employerfalls toH.iye nolice. Tot alJlpnaltles ut.l;r this orUonji.o
notext ceil 500 fur rneltfailure to file arequired mpor'.

(tirn the employer mill roverls Ihe  tiphi 11 peie itlon he

it 'TA'fin) nr
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SECTION BY SECTION ANALYSIS
Section 1. This section increases the minimum compensation from $55 to $110
per week and reflects changes necessary because of the reenact-

e ment of AS 23.30.220 found in section 10 which makes the
spendable weekly wage of an employee the basis of compensation.--

Section 2.and.3. See comments to Section 1. .
> * J-. *
Section 4. This section changes the manner of determining compensation

feconsistent with the repeal and reenactment of AS 23.30.220 found

in section Il which makes th< employee®s spendable weekly wage
the basis for determining compensation.

Eighty percent of the employee®s spendable weekly wage milnimizes
the possibility of an employee receiving more in workers® compen—
sation than his take heme pay while working. The change is
consistent with recommendations of the 1S72 Report of the Nation—
al Commission on State Workers®™ Tompensation Law which states at
page 19:... ; '
The decision fixing the proportion of lost wages"

to be replaced must balance incentives to employ—
ers, to improve safety within incentives to the
disabled to take full advantage of rehabilitation -

e services and to return .to work. “ ]

:We recommend that cash benefits for [disability
compensation] be at least two-thirds of the work- * -
oo er 3 gross weekly wage. The two-thirds formu-
lation should be used only on a transitional basis
until the State adopts a provision making payments
e a t least 80 percent of the workers®" _.spendable

weekly earnings. . . . z -
Sections. See comments to section 4.° "
Sections. See comments to section 4. e . - .

Additionally, this section provides for inflationary increases in
e the maximum paid for ™Bcheduled" andpermanentpartial
> disabilities.

Section T. See comments to section 4.

L] L] * 0*.

Section 8. This section reflect”™ changesconsistent withthe repeal and

« reenactment of AS«23 30.220 found in section ii,

Section 9. See comments to section 4..

Additionally, this section provides for inflationary increases in
funeral expenses on death claims. The current limit for reason—
able and necessary funeral expenses are not adequate and result



ina ~~lnp to the family of the t"pased or the employer for
. payment”™ the additional costs.

Section 10. This section reflects changes consistent v/ith the repeal and
reenactment of AS 23.30.220 found in section IT." Additionally,
the minimum weekly compensation for a widow or widower is in—
creased from $45 to $75 per week.

Section 11 .« This section adopts a new basis for computing compensation known
as the "spendable weekly wage". The spendable weekly wage is the
employee"s gross weekly earnings, minus payroll tax deductions,
which are defined in section 13. The change is consistent with
the 1.972 report of the National Commission on State Workers”
Compensation Laws.

It is an administratively feasible procedure which can simulta- *
eneously take into account the difference between gross and
.spendable earnings, the virtues of dependents®™ allowances and the
impact of.the progressive income tax. This procedure first

e -determines the worker®s gross earnings prior to disability (which
must be determined under e present Act) and the number of his
. dependents. The gross earnings and dependency data are then e
. < inserted into a formula prepared and published by the Department
of Labor to determine the worker"s spendable earnings. Once
spendable earnings are calculated, workers® compensation benefits
e « for all sizes of families can be calculated as a fixed proportion
. me of spendable weekly earnings.. No further allowances for depen-
dents for tax considerations are necessary or appropriate.

< This section also adopts a new basis for determining the gross
earnings of an injured worker. An injured worker & gross weekly
earnings are computed by dividing by 100 the gross earnings of
the employee in the two calendar years immediately preceding the
mf'y  injury.". Utilizing the preceding two years tends to eliminate the
"cyclical nature of many industries. Dividing by 100 instead of
104 tends to adjust previous years®" earnings for inflation. This
section also allows the Board to adjust the average weekly wage
. calculation if it is unfair to the employee or employer.

Section 12. -This section reflects changes consistent with the repeal and
reenactment of AS 23.30.220 found in section 11..

Section H-.3. This section provides for new definitions. m
* ! 1

. g » .0 »

"Gross earnings”” includes payments before any authorized or
lawfully required deduction such as credit union, dues check off,
msocial security, federal withholding, or deferred compensation
which is optional to the employee at the time of his injury.
Specifically, deferred compensation which 1is crtional at the time
of injury refers"to those employees of government and non-profit
corporations and associations which may elect to defer income
from a particular pay period or pay periods but have the option
of terminating the deferral of that income at any time during
their employment. Excluded from gross earnings are irregular
bonuses, reimbursement of expenses, expense .allowances and any
benefits not taxable to the employee during the pay period. "Any



benefit not-taxable to the employee during the pay period” would
include the general items referred to as "fringe benefits" such
es: payments providing for health, welfare, retirement, vacation
o1 annual leave and other similar benefits received by the
employee for which he is not taxed other than deferred compen—
sation which is optional to the employee at the time of this
injury. ; >

The value of room and board may be considered in gross earnings
only for those injured workers whose gross weekly earnings
otherwise computed are less than the Alaska average -weekly wage
at the time of injury. The value of room and board may be
included only to raise the gross weekly earnings up to the level
of the Alaska average weekly wage. The value of room and board
that would raise an employee"s gross weekly earnings above the -
Alaska average weekly wage is excluded. * ;= "
"Payroll taxes" are defined to exclude the amount that would be
withheld from an employee®s gross weekly earnings under the
Internal Revenue code as though he had claimed the maximum number
of dependents per actual dependency, blindness, and old age.

Also deducted is the amount of earnings subject to the Social
Security Act irrespective of whether the employee may have paid
the maximum Social Security for the year at the time the injury
occurs. e. ; . ..

*This section repeals provisions that are unnecessary or
inconsistent with proposed legislation. “ . e \

This section provides that mw - ' the Act apply only
to injuries sustained after the effectlve date of this Act.

This section provides that the Act takes effect January 1, 1984.



NEWSLETTER

HELPING ALL ALASKANS THRU A BETTER
WORKERS COMPENSATION LAW

April 12, 1983

A joint Management-Labor taskforce has just completed its ongoing work on
proposed amendments to the Alaska Workers® Compensation statutes.

The result is HB 311, introduced April 4, 1983, by Representative Walter
Furnance. WCCA once again acted as Management®s Representative on the
task force and recommends support for the bill. As with amendments
passed last session, this bill reflects a compromise between Management
and Labor.

The primary elements of the proposed Legislation can be briefly described
as follows:

1. The initial weekly rate of compensation is raised from $65 to
$110 per week. This rate is then normally adjusted to spendable
weekly wages when sufficient information is obtained to make such a
determination.

2. The method of calculating the Employee Compensation is changed.
Under present law, an injured employee 1is entitled to 66 2/3
percent of his average weekly wage during the continuance of the
disability. HB 311 would change this calculation to 80 percent of
spendable wages for the same period.

3. The concept of spendable weekly wage is incorporated in H3 311 as a
replacement for average weekly wage. An injured employee®s gross
weekly wage 1is first calculated by adding the gross earnings for
the previous two calendar years and dividing by 100. The gross
weekly wage is then reduced by an estimated amount for pevroll
taxes and then derived value is the spendable wage.

4. The limits for the permanent partial disabilities will be increased
by approximately 35 percent if HB 311 is passed. The current
limits have been in effect since the mid-1970"s and the proposed
limits represent an attempt to minimize somewhat the devastating
effects of inflation that have occured since the present limits
were established.

5. The limit for reasonable and necessary funeral expenses will be
increased from $1,000 to $2,500 if H3 311 is passed.

OUR SUPPORT DEPENDS ON YOUR SUPPORT



M EMORAI ® ) UM St”™~b of Alaska

A

T0; Jackie McClintock, Director DATE:  aApril 1, 1983

Workers Compensation Division
FILE NO:

Thrup/john Post, Director
Administrative Services Divirion TELEPHONE No:  455.4514

Thru: Chuck Caldwell, Chief c/tC subject: Comparison Tables for 80%
Research and Analysis of Net Spendable vs. Current
Schedule <f Workers
From: Elfrieda Mull in, Labor Economise:; Compensation

Research and Analysis

Attached are tables comparing 80 percent of spendable wage and the current
schedule of weekly worker®s compensation. These tables are quite similar to
the ones we provided you last year except that we have used the new table

of payroll deductions for income tax. The payroll deductions are in effect
only until July 1, 1983. At that time further reductions in the payroll

tax will occur.

Last year"s comparison used 80 percent of spendable as was provided in HB 159.
Since tha: law had a minimum of $110 and provided for 100% of spendable wages
when weekly wages were less tnan $110, you will notice a significant difference
at the low range. We have just observed the 80% of spendable declaration

in this year"s comparison.

These tables do not take into consideration the Alaska U.l. tax in calculating
spendable wage (50 cents per $100 in payroll his year). Additionally, the
lack of state income tax in Alaska put spe"" jle wages higher in Alaska than
would occur in states with income tax law

Compared to last year the spendable wage *ormula is slightly improved in
relation to the comparable compensation tor that gross wage under the

current law. The low ranges of earnings would receive greater compensation- -
under the spendable wage formula, particularly those with several dependents.
On the other hand, the cost to insurance companies would be reduced since

high wage earners would receive less than they currently do.

With the absence of state income tax and the reducing federal income taxes
a person is less likely to be receiving more in Workers Compensation under
the current law than in take home pay, however, it still can occur. Note
that a single person with no dependents earning $800 a week or more would
receive more 1in workers compensation than in normal take home pay. (These
tables assume standard deduction. In actuality, higher wage earners tend

to used itemized deductions and may use additional "dependents" to prevent
having too much deducted from wages.)

02-COIA (Rev 10'79)



McClintock -2 - April 1, 1983

Using the spendable wage formula would make it difficult for any claimant
to be eligible for the maximum of $996. Continuing the attached tables,

a single with no dependents would have*to have weekly wagesof $2,065.54 in
order to receive the maximum. A married claimant with two children would
have to have weekly -wages of $1,966.79. Under the current program the
maximum can be reached by any individual earning $1,494 per week.

Attachments



HEADING DESCRIPTION

AVERAGE WEEKLY WAGE Self explanatory

FICA The FICA tax rate for 1983 is 6,7%. The maximum taxable wage
is $35,700, however, no adjustments are made for this maximum
in these tables.

TAXABLE WAGE This 1is the average weekly wage in column 1 reduced by $19.23
times the total number of dependents applicable. The amount
$19.23 is $1,000/52 (the annual exemption per dependent).

1983 TAX DEDUCTION This column is the amount of Federal income tax an employer
will deduct in 1983 (first six months) using the Federal Per—
centage Method for weekly payroll. The Internal Revenue
Service provides specific instructions in Circular E - Employer's
Tax Guide - Publication 15. The rates used are in effect until
July 1, 1983.

SPENDABLE INCOME This is the Average Weekly Wage in column 1 reduced by FICA
and the 1983 tax deduction.

80% of SPENDABLE WAGE Self explanatory.

CURRENT LAW Current law provides that the claimant receive compensation in
the amount of two/thirds of his average weekly wage up to a
maximum of twice the state average weekly wage ($498 x 2 = 996).

807a of SPENDABLE WAGE Self explanatory.
AS % of CURRENT
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April 13, 19S3

The Honorable Walt Furnace
State Capitol
Pouch V *
Juneau, Alaska 99S11

Subject: HB 311

Dear Walt i

The Alaska State Hospital
House Bill 311 and wishes to

reviewed
of our support.

Association has
inform you

This measure restructures the workers compensation
.program to more adequately compensate those receiving
compensation at the lower end of the pay scale while
curing an incentive to remain on compensation at the
other end of the scale. This is done by increasing the
minimum benefit and changing the basis of calculation
to 80% of the spendable weekly earnings. There are
eother changes 1in the Dbill which 1in our judgement add to
the merits of this legislation.

We are convinced that the structure proposed 1in
HB 311 will increase real benefits to the injured as
well as offer the potential for a reduction 1iIn premiums
for the employer. This makes HB 311 indeed a unique

bill which should be moved quickly through the legislative
process.
Dennis L. DeWitt
President
DLD:IF

cc:Alaska State Chamber of Commerce
Associated General Contractors

907) 586-1790
«h p. T""'REPRESENTIN G ACUTE, LONG TERM AND OUTPATIENT FACILITIES



PERSPECTIVE ON THE PROPOSED 19S3 AMENDMENTS
«TO THE WORKERS = COMPENSATION "ACT

Prepared by the Joint Labor/Management Ad Hoc Committee
March, 1983

= "BACKGROUND

In 1968 the Alaska weekly maximum workerslcompensation benefit was $113.00.

By 1974, the maximum weekly compensation rate rose to $175.00. During this
jpetiod"tof ItiTJe, Congress-established the .National Commission-.on-State

"Workmen % Compensation Laws to "undertake a-comprehensive study and evaluation
of State workmen ™ compensation laws, in order to determine if such laws
provide an adequate, prompt, and equitable system of compensation.™ In

the National Commission recommended to the President and Congress:

[T]hat, subject to the State®"s maximum weekly benefit,
temporary total disability benefits be at least 80% of the
worker®s spendable weekly earnings. This formula should be
used as soon as feasible or, in any case, as soon as the
maximum weekly benefit in a state exceeds 100% of the state"s
-average weekly wage. (R 3.6; p 60)

[T]hat...the maximum weekly benefit for temporary total
disability...[gradually increase so that] after July 1, 1981,
the maximum should be at least 200% of the state®"s average
weekly wage. (R 3.9; p 62) (See Exhibit 1)

In a pro-labor atmosphere and in reaction to some of the National Commission®s
findings the Alaska Legislature in 1975 amended the Alaska Workers”
Compensation Act (Act) by providing a gradual phase-in of the 200% of state
average weekly wage maximum, doubling the scheduled permanent partial
disability maximum in the Act, and eliminating the $30,000 limit on
unscheduled permanent partial disability (see ch 83 SLA 1975).

Management bitterly contested the 1975 labor-sponsored amendments. As a
result, little thought was given by labor, management or the legislature to
workers®" compensation as an effective delivery system. Only a portion of the
1972 Commission®s recommendations were enacted, i.e., the portion recoramendirg
the phase-in to 200% of the state average weekly wage. The recommendation for
implementing the 80% of spendable weekly earnings formula was omitted by the
legislature. Due to the law change, workers®™ compensation premium rates
increased 35.2% in 1975, 13.0% in 1976, and 6% in 1977 (see Exhibit 2).



Contributions to Worker®s Canpensation Committee of Alaska
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In 1977, management successfully sponsored legislation reinposing a licit on
"unscheduled*1 percanent partial disability - this tiae at $60,000 (see

ch 75 SLA 1977). The 1977 amendments reduced workers ™ compensation premium
rates by 1s.67. (see Exhibit 2).

As a result of the 1975 amendments the maximum weekly compensation rate
continues to increase. The maximum rate depends upon the state average weekly
wage and the percentage multiplier contained in AS 23.30.175(a). The state
average weekly wage and maximum workers®™ compensation rate for injuries
occurring in the years indicated are contained 1in Exhibit 3.

Presently the maximum weekly workers®™ compensation benefit is $996.00 per
week. Of course, the maximum benefit Is limited by a recipient™ average
weekly wage. Accordingly, a recipient must have earned an average of
$1,494.00 per week during one of the three years preceding his injury to be
eligible for the maxiumum weekly workers®™ cotrpensation benefit.

LEGISLATIVE TASK FORCE

The Alaska Legislature passed a resolution in 1980 establishing a task force
to study the Alaska workers®" compensation system and to recommend changes in
response to Richard Fineberg"s report, "Workers * Compensation Problems in
Alaska". The committee, co-chaired by Senator Terry Stimson and
Representative Brian Rogers, included representatives from labor, management,
and the insurance industry. Fact finding hearings were held in Anchorage,
Fairbanks and Juneau. Ultimately, the joint effort failed at the close of the
1981 legislative session and little corrective legislation was recommended.

Despite the joint task force demise, a few changes were jointly recommended
and implemented including: increasing employer®s contribution to the second
injury fund, new reporting requirements to allow effective monitoring of the
system; and a e=tective to undertake a study of vocational rehabilitation of
the injured worker (S"e ch 59 SLA 1981 and Exhibit 4). Funds were also made
available to further study the Alaska workers®™ compensation system. These
studies, presented to the legislature in 19S2, are: "The Report of the
Comprehensive Study of Vocational Rehabilitation in the Alaska Workers®
Compensation Program"™ by Zee Jackson (Exhibit 5); and "An Analysis of the
Alaska Workers®" Compensation System”™ by John II. Lewis (Exhibit 6).

Coinciding with the efforts of the legislatively created task force was the
formation of two employer oriented groups, the Workers®™ Compensation Committee
of Alaska (WCCA) and the Alaska Con.Terence of Employers (ACE). In 1980, ACE
con missioned a study by Richard Block and Asssociates entitled "ldentification
and Elimination of the Causes of the High Cost of Workers"Compensation
Insurance to Alaska Employers™ which includes 34 recommendations for the
Alaska workers®™ compensation laws. In 1982 ACE commissioned another study
which recommenc®"d specific changes to the Alaska Workers®™ Compensation Act.
This study, prepued ay Edward Hite, was presented to the House Labor and
Commerce Committee in 1982.



In the-simmer of-1981, .House Labor and Commerce Chairman Terry Martin held
additional hearings in Anchorage, Fairbanks and Juneau on the Alaska workers”
compensation system. More hearings were.held on workers® compensation during
the early portion of the second session.

Legislators, consultants*and others repeatedly recommended that labor and
management representatives jointly agree on a workers®™ compensation bill and
present it to the legislature for passage. February, 1982 that process was
initiated.

THE LABOR/MANAGEMENT AD HOC COMMITTEE

Following a February 5, 1982 meeting 1in Anchorage which over 50
representatives of labor and management attended, a joint ad hoc committee was
formed to discuss the pof. sibility of proposing workers®™ compensation
legislation. The labor/management ad hoc committee formulated several
objectives which included:

(1) providing an effective system for the delivery of
benefits and services;

(2) discouraging fraudulent claims and fraudulent statements
to obtain or deny workers® compensation benefits;

(3) providing an effective deterrent for those employers
failing to provide required workers®™ compensation
insurance;

(4) increase incentives and decrease disincentives for
returning to work after an injury;

(5) encourage safety;

(6) provide for effective rehabilitation of an injured
worker;

(7 redistribute dollars from those workers not severely
injured to those seriously injured workers who have lost
the ability to be gainfully employed as a result of their
injury;

(8) reduce or minimize the impact of workers®™ compensation
premiums on the employer;

(9) continue studying the Alaska workers®"™ compensation system
to identify problems and recommend solutions; and

(10) stablizing the atmosphere for discussing proposed
changes to tm Alaska Workers® Compensation Act.



Time was obviously limited if the legislation was to be introduced during the
12th Legislature. Accordingly, the ad hoc committee agreed to limit their
efforts towards:

(1) Technical changes to the Act necessary for more effective
administration;

(2) Implementing a system which:

(A) Pro/ides for th™ early identification of injured
workers who potentially need rehabilitation;

(B) Provider, for the early return todirect enployeracnt;

©) Provides incentives to return to work and reduces
disincentives to return to work;

(D) Provides for appropriate criminal penalties for
willful misrepresentation of fa-ts for the purpose of
obtaining or denying benefits; and

(E) Provides a mechanism for cease and desist orders to
be issued against uninsured employers.

The ad hoc committee found that the existing method of determining weekly
compensation benefits (66-2/3% of gross wages: see AS 23.30.185) created a
disincentive to return to work especially for the high wage earner. For
example, a single worker earning $1,494.00 per week takes home approximately
$915.75 per week (subtracting $477.75 in income tax withholding and $100.50 in
FICA withholding). The same worijr could receive $996.00 per week in workers”
compensation. There is little m"ncentive to return to work under these and
similar circumstances.

Reducing the amount of workers®™ compensation an injured worker receives
relative to his income increases the incentive the return to work. In
examining other states®™ laws, the committee noted that only one other state
(lowa) and the federal Longshoremen ™ and Harbor Workers® Compensation Act
(L & H Act) base the maximum benefit on 200% of the state average weekly

wage . The overwhelming majority of states limit weekly benefits to 100% of
the state average weekly wage (see Exhibit 7, Churt Vv, p 15-17). In Alaska,
a maximum benefit of 100% of the state average weekly wage would presently
limit benefits to a maximum of $498.00 per week. This alternative 1is not

looked upon favorably by labor.

A second alternative was to implement that portion of the 1972 National
Commission®s findings which was omitted in the 1975 amendments to the Act,
i.e., benefits based upon 80% of spendable earnings. The ad hoc committee
noted that lowa, the only other state basing the maximum rate upon 200% of the
state average weekly wage, utilizes the 80% of spendable income formula.
Similarly, the United States Comptroller General in his report entitled

"Longshoremen and Harbor Workers®™ Compensation Act Needs Amending", found at
p- 15 that:



[T]lhe curi.eiat level of benefits provides compensation that
comes closer to full replacement of net earnings then to the
66-2/3% replacement anticipated when the .Act was passed. In
addition to minimizing incentives to return to work,
compensation that approaches take-home pay gives little
erecognition to a basic-"concept =of workers"™ compensation, that
there should be some sharing of risk between employer and
employee for work-related illness or .injury. (See .Exhibit 8
for further discussion.)

The ad hoc committee agreed that labor and rr.anagment are better served by a
system that provides increasing benefits for workers above the 100% of state
average weekly wage because of the arbitrary nature of that ceiling. On the
other hand, the benefit level should not exceed nor approximate the take-home
pay of an injured worker. The committee recommended a system whereby the
injured worker receive 80% of spendable weekly earnings as it appeared to
achieve botVugoals.

The ad hoc committee also examined the compensation paid to injured workers
for "scheduled®™® permanent partial disabilities (see AS 23.30.190(a)(1-18)) .
The current maximums for scheduled injuries have not been changed since

,1975. One-half of the states pay scheduled benefits equal to or higher than
"Alaska (see Exhibit 7, Chart VI, p.18). An increase of 35% in the scheduled
permanent partial disability maximums was agreed upon by the ad hoc committee
as 3 fair adjustment. Similarly, the ad hoc committee agreed to increase the
unscheduled permanent partial disability maximum contained in AS 23.30.190(b)
from $60,000 to $75,000.

Other minor changes were agreed to, such as: limiting the adjustment for the
value of room and board on gross income to those persons whose incomes are
below the state average weekly wage; 1insuring that workers™ compensation
benefits are based upon taxable income; increasing the injured worker"s
minimum compensation; excluding from coverage activities of a personal nature
away from employer-provided facilities at remote job sites; increasing the
penalties for misrepresentation; providing for the issuance of a stop-order
against an uninsured employer.

Additionally, a new method of computing the wage or gross earnings was
proposed instead of the presently existing highest of the preceding three
calendar yeai . The new method would base gross earnings on the most recent
quarters® earnings if a worker were continuously employed by an employer and
bare earnings on an average of the preceding two years if not continuously
employed in the preceding calendar quarter. Finally, legislatio.. was proposed
to provide for the prompt identification, evaluation and rehabilitation of
injured workers whose disability precludes their return to work.

This legislative package, HB 159 (1982), passed the House unanimously. While
awaiting hearing in Senate Labor and Commerce, information was circulated
concerning the anticipated cost of this proposed legislation.
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Although no official notice or document has been found to exist, it is
believed that the National Council on Compensation insurance (NCCI)
preliminarily rated this legislation as potentially increasing workers?~
compensation rates by approximately 9%. Many employers who had not
participated in drafting the legislation and were unfamiliar with the method
by which NCCI rates workers®™ compensation laws, became apprehensive.
Ultimately, those items to which NCCI had affixed a cost were removed from the
bill and the remaining legislation, primarily providing for vocational
rehabilitation, passed the Senate and became law (see ch 93 SLA 1982).

1983 PROPOSED LEGISLATION

The legislation proposed by the Labor/Management Ad Hoc Committee this year 1is
in essence the legislation removed from HB 159 (1982) in the Senate with a few

minor changes”-. In essence, the bill provides for:
1. Increasing the minimum compensation from $65-00 to $110.00
per week.
2. Increasing the maximum paid for scheduled permanent

partial disabilities contained in AS 23.30.190(a).
3. Increasing the funeral expenses for death claims.

4. Increasing the minimum compensation for a widow or widower
from $45.00 to $75.00 per week.

5. Basing weekly benefits upon 80% of the spendable weekly
earnings.

6. Computation of gross weekly earnings will be based upon an
average of the two preceding calendar years.

7. Definitional changes necessary to effectuate the above
changes.

NCCI preliminarily rates these changes as increasing the compensation rates by
3%. The process of rating workers®™ compensation legislation allows for input
from the local insurance community or committee to specifically adjust the
preliminary NCCl estimate and allow for the *Alaska™ experience. We believe
the local committee will reduce this preliminary rating by NCCI by at least
one or two percent. The remaining increase, if any, the committee believes
will not be justified in the long run. The reduced weekly benefit rates
coupled with the previously enacted changes to vocational rehabilitation
should decrease the incentive to stay on workers®™ compensation and increase
the incentive to return to work. This decreased utilization of the systenm

No increase in unscheduled permanent partial disability compensation,
AS 23.30.190(b); and the spendable weekly wage is not based on the
previous reporting quarter®"s earnings.



-.should result-"in reduced workers®" compensation-rates. "We"believe that"this
assumption of decreased utilization of the workers®™ compensation system is a
valid assumption; however, we recognize*the difficulty in inserting such a
assumption in the actuarial projections made by NCCI.

The-ad hoc-committee remains a viable entity at-it.he present time-and-hopes to
continue providing a-stable, rational forum for.the discussion of Alaska“s
Workers®™ Compensation Act. The committee notes that in 1981 the average
workers®™ compensation premium per worker in Alaska was $594.98; the State of
Washington per worker premium was $185.50; and the national average was
$189.57 (see Exhibit 9). Many believe these rates must be reduced if Alaska
expects to attract industry to broaden its economic base ailyi provide a more
stable labor market. On the other hand, the committee believes that
legitimately injured workers should continue to timely*receive compensation
and rehabilitation in accordance with the philosophy of the Workers”
Compensation Act.
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National 1Penn Plaza Michael Camilleri

Council New York. New York 10119 Assistant Vice President
on Compensation mm Tel. (212) 560-1000 Director of National Affairs
Insurance

March 22, 19S3

Mr. William Reeves

Associated General Contractors
of Alaska

3201 Spenard Road

Anchorage, Alaska 99503

Dear Mr. Reeves:

This is to confirm our telephone conversation regarding
the pricing of certain proposed changes in the Alaska workers”
compensation law.

The first change requested to be priced was the effect
of increasing the maximum aggregate payable for scheduled
permanent partial 1injuries by 35% and converting the benefit
formula from 66 2/3% of gross wages to 80% of spendable eamings
on all injuries. We calculated that the effect of such changes
would increase costs by approximately 3%.

The second pricing request involved increasing the minimum
weekly benefit from $65.00 to $110.00 We assumed this change
to take effect commensurate with the change to a spendable earnings
formula. Since the recipients of benefits receive actual gross
or spendable earnings ifless than the minimum, our evaluation of
such a change is that it would have little or no effect on overall
costs.

Finally, it should be noted that our calculations were made

with respect to costs only andare independent of any possible
rate indications.

I hope that this proves to be of assistance and if you have
any additional questions, please feel free to contact me.

Very truly yours, -

Michael Camilleri
Assistant Vice President
Director of National Affairs

MC :mh

RECEIVED

cc: Mr. Don Koch, Alaska Insurance Dept.

MAR 2 8 1583

ASSOC. GENERAL CONT.



March 11, 1983

Mr. Jim Robison
Commissioner,
Department of Labor
State of Alaska

P. 0. Box 1149
Juneau, AK 99811

Commissioner Robison:

Pursuant to our discussion on February 15, 1983 attachd you will find a

memorandum by the Joint Labor/Management Ad Hoc Committee. As you are
aware, the NCCIl finally issued a preliminary ""rating” of the agreed upon
amendments to the Act. Furthermore, two changes were made to the
legislative proposal dated December 30, 1982: The increase in

"unscheduled" permanent partial disability benefits was deleted, and the
determination of grors weekly wage is based or: the two previous years
earnings divided by 100, although the board may adjust the weekly wage
determination if it is unfair to the employee or employer.

Please transfer this information to Mr. Bloom at your earliest possible
opportunity. Thank you for the continued support of our efforts.

Sincerely

Ad Hoc committee Co-Chairmen

Richard Cattanach / ,ﬁ}—
President, Alaska Conference of Employers

Kevin Dougherty / -~ A-
District Council of Laborers



] tsSmfipeMsacommsttee

PO BOX 1647 JANCHORAGE , AK. 99501
WORKING FOR AN EQUITABLE WORKERS COMPENSATION LAW FOR ALL ALASKANS '

February 28, 1983

Mr. James Robison, Commissioner
Department of Labor

State *of"Alaska

PO Box 1149

Juneau, Alaska -99811

-Dear Commissioner Robison:

"The Directors of the Workersl Compensation Committee of Alaska
recently adopted the following Resolution:

Whereas workersl compensation is a significant expense
for Alaskan employers which, because of the existing
"mstatutes, will most assuredly increase -annually; and

Whereas the current law may actually encourage malingering
and the filing of questionable claims; -and

Whereas the benefits for certain permanent injuries have
not been increased since 1975; and,

Whereas a joint committee of concerned citizens representing
the Alaskan labor movement and significant sectors of the
Alaska business community have jointly proposed statutory
changes to address these and other 1issues;

Therefore, be i1t resolved that the Board of Directors of
the Workers®™ Compensation Committee of Alaska respectfully
requests Governor Sheffield"s sponsorship of these proposed
changes.

It is our belief that solutions to workers®™ compensation are best
derived through an ongoing dialogue between management and labor

rather than solely through the legislative process. We encourage
and appreciate the Administration®s support of these efforts.

Sincerely.

Richard Cattanach
Pres ident

RC/pc
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