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p e r s o n  w i l l  b e  b a s e d  u p o n  t h e  s p e n d a b l e  w e e k l y  w a g e  w h i c h  t h e  

p e r s o n  is e a r n i n g  a t  t h e  t i m e  h e  o r  s h e  is i n j u r e d .  T h e  u s e  of  

w a g e s  c o n t e m p o r y  w i t h  t h e  i n j u r y  is t o  b e  e n c o u r a g e d ,  

p a r t i c u l a r l y  b e c a u s e  o f  t h e  e f f e c t s  o f  A l a s k a ' s  b o o m  a n d  bust' 

e c o n o m y  w h e n  a h i s t o r i c a l  e a r n i n g s  c r i t e r i a  is used. T h e  

i n c o n s i s t e n c i e s  b e t w e e n  t h i s  a n d  t h e  n e x t  s e c t i o n  m a y  r e s u l t  in 

l i t i g a t i o n .  O u r  d i s c u s s i o n s  i n d i c a t e  t h a t  t h i s  is a m o r e  

d e s i r a b l e  a p p r o a c h  i n  A l a s k a ' s  e c o n o m y  (see r u r  c o m m e n t s  in t h e  

n e x t  s e c t i o n ) .

X X V I I I .  B O A R D  M U S T  D E T E R M I N E  E M P L O Y E E ' S  G R O S S  W E E K L Y  E A R N I N G S  

C O M M E N T S

T h i s  a m e n d m e n t  is i m p o s e d  u p o n  t h e  d e l i g h t f u l  c o n u n d r u m  

w h i c h  h a s  b e e n  A S  2 3 . 3 0 . 2 2 0 ( a ) .  T h e  s e c t i o n  a s  it c u r r e n t l y  

e x i s t s  b e g i n s  b y  s a y i n g  t h a t  t h e  c u r r e n t  w a g e  a t  t h e  t i m e  o f  

i n j u r y  is t h e  b a s i s  f o r  c o m p u t i n g  c o m p e n s a t i o n .  It  g o e s  o n  t o  

p r o v i d e  t h a t  t h i s  is c u r r e n t  r e c e i v a b l e  w a g e  a n d  t h a t  t h i s  is 

c a l c u l a t e d  o n  t h e  b a s i s  o f  e a r n i n g s  h i s t o r y  only. T h e r e  a r e  t w o  

f o r m u l a s  t h a t  a r e  c u s t o m a r i l y  u s e d  i n  w o r k e r s '  c o m p e n s a t i o n  

s t a t u t e s .  O n e  b a s e s  t h e  c a l c u l a t i o n  o f  c o m p e n s a t i o n  o n  t h e  

e a r n i n g s  o f  t h e  e m p l o y e e  a t  t h e  t i m e  o f  i n j ury. T h e  o t h e r  b a s e s  

t h e  c a l c u l a t i o n s  o n  a w a g e  e a r n i n g  h i s t o r y .  T h i s  l a t t e r  h a s  

c r e a t e d  m u c h  o f  t h e  p r o b l e m  o n  w h i c h  w e  a r e  c u r r e n t l y  w o r k i  lg.

I n  a b o o m  a n d  b u s t  e c o n o m y ,  a w o r k e r s '  c o m p e n s a t i o n  s y s t e m  t h a t
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is b a s e d  u p o n  e a r n i n g s  h i s t o r y  f i n d s  t h a t  in b o o m  p e r i o d s ,  t h e  

w o r k e r s  b e n e f i t s  a r e  c a l c u l a t e d  o n  h i s  e a r n i n g s  d u r i n g  t h e  b u s t  

p e r i o d  a n d  h e n c e ,  a r e  low, a n d  t h e r e  a r e  p l e n t y  o f  j o b s  a t  h i g h  

w a g e s  a v a i l a b l e  as a n  i n c e n t i v e  t o  r e t u r n  t o  w o rk. A t  t h i s  t i m e  

t h en, c l a i m  p a y m e n t s  a r e  l o w  a n d  p r o f i t s  a r e  high. O n  t h e  o t h e r  

s i d e  o f  t h e  m o u n t a i n ,  w h e n  t h e  e c o n o m y  is g o i n g  i n t o  a bust, t h e  

p a y m e n t s  t o  t h e  i n j u r e d  w o r k e r  a r e  b a s e d  o n  e a r n i n g s  h i s t o r y  a n d  

h e n c e ,  a r e  h i g h ,  a n d  w a g e s  a v a i l a b l e  a r e  l o w  (if a n y ) . T h i s  

p r o v i d e s  a d i s i n c e n t i v e  t o  r e t u r n  t o  w o r k  a n d  d u r i n g  t h i s  

p e r i o d ,  t h e r e  w o u l d  n o r m a l l y  b e  n o  p r o f i t  at  a l l  f o r  t h e  

i n s u r a n c e  c a r r i e r s  s i n c e  t h e  p r o f i t  w a s  d r a w n  d u r i n g  t h e  b o o m  

time. A l a s k a  has, h o w e v e r ,  e l e c t e d  t o  t r y  to  p r o v i d e  p r o f i t  

b o t h  d u r i n g  b o o m  a n d  b u s t  w h i l e  s t i l l  c a l c u l a t i n g  b e n e f i t s  b a s e d  

o n  h i s t o r i c a l  w a g e s .  T h e  e f f e c t  o f  t h e s e  t w o  p o l i c i e s  m a k e s  for 

l o w  p r e m i u m s  a t  t h e  b o o m  t i m e  a n d  h i g h  p r e m i u m s  at  t h e  b u s t  

ti me, t h u s  f u r t h e r  d a m p i n g  t h e  e c o n o m y  a n d  p e r m i t t i n g  t h o s e  

e m p l o y e r s  w h o  c a n  c o m e  i n t o  t h e  s t a t e  f r o m  o u t s i d e  ( u s i n g  a n  all 

s t a t e  e n d o r s e m e n t  w i t h o u t  t h e  n e c e s s a r y  A l a s k a  r i d e r s  a n d  r a t e s  

b e i n g  paid) t o  u n d e r b i d  e m p l o y e r s  w h o  a r e  r e s i d e n t s  o f  t h e  

state.

R E C O M M E N D A T I O N

C o n s i d e r  b a s i n g  b e n e f i t s  p a i d  o n  w a g e s  e a r n e d  at  t h e  

t i m e  o f  t h e  i n j u r y  a s  a c o n d i t i o n  p r e c e d e n t  t o  t h e  a d o p t i o n  o f  

t h e  a m e n d m e n t s .  B e y o n d  this, a d o p t  t h e  a m e n d m e n t s  a n d  m o n i t o r  

f o r  t h e  p r o b l e m s  s e t  f o r t h  be l o w .
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A C T I O N S  P R O P O S E D

A d o p t  t h e  p r o p o s e d  a m e n d m e n t  b u t  c h a n g e  t h e  d e f i n i t i o n  )V
>

o f  s p e n d a b l e  w e e k l y  w a g e  t o  o n e  p r o v i d i n g  t h a t  it is b a s e d  on  

t h e  w a g e  b r i n g  e a r n e d  a t  t h e  t i m e  o f  inju r y .

A R G U M E N T S  A N D  P R O B L E M  A R E A S

T h e  j u d g m e n t  o f  t w o  y e a r s ,  o r  18 m o n t h s  o u t  o f  t w o  

y e a r s ,  e l i m i n a t e  m u c h  o f  t h e  f l e x i b i l i t y  in d e t e r m i n i n g  a n  

e m p l o y e e s  c o m p e n s a t i o n  a s  a r e s u l t .  T h o s e  s e e k i n g  t o  g o  b a c k  t o  

w o r k  a f t e r  a w o r k e r s ’ c o m p e n s a t i o n  (or other) i n j u r y  las t i n g ,  

say, a y e a r  t o  a y e a r  a n d  f i v e  m o n t h s  w i l l  h a v e  v i r t u a l l y  no  

w o r k e r s '  c o m p e n s a t i o n  c o v e r a g e .  T h i s  w i l l  u n d o u b t e d l y  b e  

l i t i g a t e d  o n  e q u a l  p r o t e c t i o n  a n d  p r o b a b l y  o t h e r  g r o u n d s .

X X I X .  R E D U C T I O N  I N  B E N E F I T S  F O R  P E O P L E  C O L L E C T I N G  
P E N S I O N  O R  P R O F I T  S H A R I N G  B E N E F I T S

C O M M E N T S

A  w i s e  d e c i s i o n  s i n c e  t h o s e  w h o  r e t i r e  w o u l d  not, in 

m o s t  i n s t a n c e s , b e  t h e  o n e s  s o u g h t  t o  b e  c o v e r e d  b y  w o r k e r s '  

c o m p e n s a t i o n  b e n e f i t s .

R E C O M M E N D A T I O N

A d o p t  t h e  a m e n d m e n t .

A C T I O N S  P R O P O S E D

A d o p t  t h e  a m e n d m e n t .

A R G U M E N T S  A N D  P R O B L E M  A R E A S

• i
. .  v . . . a -  -»

T h e r e  w i l l  p r o b a b l y  b e  e q u a l  p r o t e c t i o n  p r o b l e m s  b a s e d
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o n  t h e  f a c t  t h a t  a w o r k e r  m a y  h a v e  a c c u m u l a t e d  p e n s i o n  b e n e f i t s  

o v e r  a g r e a t  n u m b e r  o f  y e a r s .  A  f u r t h e r  p r o b l e m  w i l l  b e  t h e  

e m p l o y e e  wh o ,  b e c a u s e  o f  t h e  c o m p e n s a b l e  i n j u r y ,  is f o r c e d  i n t o  

d i s a b i l i t y  r e t i r e m e n t .  P r e s u m p t i v e l y ,  t h e s e  w i l l  b e  r e s o l v e d  in  

f a v o r  o f  t h e  a m e n d m e n t .

XXX. N O N - D I S C R I M I N A T I O N  I N  H I R I N G  A G A I N S T  I N J U R E D  P E R S O N S  
E X C E P T  D I S C R I M I N A T I O N  P E R M I T T E D  I F  E M P L O Y E R  

C O N S I D E R S  " S A F E T Y  P R A C T I C E S "  O R  " P H Y S I C A L  A N D  M E N T A L  A B I L I T I E S  
E M P L O Y E R  M A Y  R E Q U I R E  Q U E S T I O N N A I R E  C O M P L E T I O N  T O  

D E T E R M I N E  " P H Y S I C A L  A N D  M E N T A L  C A P A C I T Y "

C O M M E N T S

W e  w e r e  u n a b l e  t o  c o n s i d e r  t u i s  a m e n d m e n t  a d e q u a t e l y  

b e c a u s e  o f  t h e  o b v i o u s  c o n f l i c t  b e t w e e n  S e c t i o n  (a) a n d  S e c t i o n s

(b) a n d  ( c ) . It  a p p e a r s  t h a t  t h e  d r a f t s m a n  r e s o l v e d  t h e  

c o n f l i c t  b y  i n c l u d i n g  e v e r y o n e ' s  p r o p o s e d  rule.

R E C O M M E N D A T I O N

W e  w i l l  g o  a l o n g  w i t h  W C C A ,  b u t  d o  n o t  e n d o r s e

c o n f l i c t i n g  rules. 

A C T I O N S  P R O P O S E D

A R G U M E N T S  A N D  P R O B L E M  A R E A S

T h e  o b v i o u s  c o n f l i c t  b e t w e e n  t h e  s e c t i o n s .  T h e r e  a r e

a l s o  p o s s i b l e  c o n f l i c t s  w i t h  t h e  f e d e r a l  l a w  p r o h i b i t i n g  

r e f u s i n g  t o  h i r e  b e c a u s e  o f  d i s a b i l i t y .



C O M M E N T S

T h e  R a g l a n d  c a s e  p r o v i d e d  t h a t  a n  e m p l o y e e ' s  w a g e  

i n c l u d e  f r i n g e  b e n e f i t s  p a i d  a n d  r o o m  a n d  b o a r d  i f  s u p p l i e d .

T h i s  r e m o v e s  t h e  r o o m  a n d  b o a r d  u n l e s s  it  is t a x a b l e  (true o n l y  

w i t h  t o w n  j o b s  w h e r e  r o o m  a n d  b o a r d  n o t  s u p p l i e d  f o r  t h e  

c o n v e n i e n c e  o f  e m p l o y e r ) . F r i n g e  b e n e f i t s  a r e  n o t  t a x a b l e  to  

t h e  e m p l o y e e ,  if  t h e y  a r e  p a i d  i n t o  a t r u s t ,  u n l e s s  t h e y  a r e  

a c t u a l l y  o r  c o n s t r u c t i v e l y  r e c e i v e d  b y  t h e  e m p l o y e e .  T h i s  

a m e n d m e n t  l e a v e s  o n l y  p e n s i o n  o r  p r o f i t  s h a r i n g  b e n e f i t s  f o r  

o l d e r  a n d  v e s t e d  e m p l o y e e s  t o  b e  c o n s i d e r e d  as p a r t  o f  an 

e m p l o y e e ' s  i n c o m e .  T h i s  is a c o m p r o m i s e  and, in t h e  v i e w  o f  

U n i f i e d  F a i r b a n k s ,  t h i s  is a n  a g r e e a b l e  r e d u c t i o n  in b e n e f i t s  

o f f s e t  a g a i n s t  a p o s s i b l e  r e d u c t i o n  b a s e d  o n  c o l l a t e r a l  b e n e f i t s  

r e c e i v e d  b y  t h e  e m p l o y e e .

R E C O M M E N D A T I O N

U n i f i e d  F a i r b a n k s  c o n s i d e r e d  a d o p t i o n  o f  t h i s  a m e n d m e n t  

i n  c o n s i d e r a t i o n  o f  d r o p p i n g  p o t e n t i a l  a d o p t i o n  o f  a n  o f f s e t  

a g a i n s t  c o l l a t e r a l  b e n e f i t s  rule. W e  t h e r e f o r e  r e c o m m e n d  its 

a d o p t i o n .

A C T I O N S  P R O P O S E D

If t h i s  a m e n d m e n t  is n o t  a d o p t e d ,  f a i r n e s s  w o u l d  d e c r e e  

t h a t  w e  t h e n  c o n s i d e r  a n  a m e n d m e n t  t o  A S  2 3 . 3 0 . 2 2 5  p r o v i d i n g ,  

" W h e r e  a n  e m p l o y e e  r e c e i v e s  p e r i o d i c  d i s a b i l i t y  b e n e f i t s  u n d e r

X X X I .  R E P E A L  O F  M O S T  R A G L A N D  B E N E F I T S
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t h e  p r o v i s i o n s  o f  a p e n s i o n  p l an, d i s a b i l i t y  o r  a c c i d e n t  

i n s u r a n c e  p l a n ,  f i n a n c e d  in  w h o l e  o r  i n  p a r t  b y  t h e  e m p l o y e r ,  

t h e  a g g r e g a t e  b e n e f i t s  p a y a b l e  f o r  t e m p o r a r y  t o t a l  d i s a b i l i t y ,  

t e m p o r a r y  p a r t i a l  d i s a b i l i t y ,  p e r m a n e n t  p a r t i a l ,  a n d  p e r m a n e n t  

t o t a l  d i s a b i l i t y  s h a l l  b e  r e d u c e d  b y  a n  a m o u n t  e q u i v a l e n t  t o  

s u c h  p o r t i o n  o f  t h e  e m p l o y e r  f i n a n c e  b e n e f i t s  p a i d  t o  a n  

e m p l o y e e  i n  e x c e s s  of  t e m p o r a r y  o r  p e r m a n e n t  d i s a b i l i t y  b e n e f i t s  

c a l c u l a t e d  o n  t h e  e m p l o y e e s  s p e n d a b l e  w e e k l y  w a g e s .

A R G U M E N T S  A N D  P R O B L E M  A R E A S

N o n - u n i o n  e m p l o y e r s  o n  D a v i s - B a c o n  j o b s  o f t e n  t a k e  t h e  

f r i n g e  b e n e f i t  s u m s  a n d  p l a c e  t h e m  in  a s e p a r a t e  a c c o u n t .  T h i s  

a c c o u n t  la Lc b e  u s e d  t o  p a y  f r i n g e  b e n e f i t s .  H o w e v e r ,  if a n  

e m p l o y e e  d o e s  n o t  w o r k  l o n g  e n o u g h  t o  v e s t  a n y  i n t e r e s t  in t h o s e  

f r i n g e  b e n e f i t s  ( w h i c h  is t h e  r u l e  o n  c o n s t r u c t i o n  jobs), t h e  

m o n e y  m a y  r e t u r n  t o  t h e  e m p l o y e r .  S i n c e  t h e  c h a n c e  of  v e s t i n g  

is m i n i m a l  a n d  s i n c e  u n d e r  t h e s e  c i r c u m s t a n c e s  t h e s e  p a y m e n t s  

a r e  n o t  d e d u c t i b l e  t o  t h e  e m p l o y e r ,  t h e y  a r e  i n c l u d e d  in g r o s s  

w a g e s  p a i d  f o r  t h e  p u r p o s e  o f  c a l c u l a t i n g  w o r k e r s '  c o m p e n s a t i o n  

p r e m i u m s .  I f  p r e m i u m s  a r e  t o  b e  b a s e d  o n  t h e s e  sums, t h e r e  m a y  

b e  l a w s u i t s  w i t h  r e s p e c t  t o  t h e  w a y  t h e y  a r e  t o  b e  c o n s i d e r e d  in 

g r o s s  e a r n i n g s .  I t  is p r o b a b l e  t h a t  t h e  "ves ed" r e q u i r e m e n t  

w i l l  s h o r t c u t  a n y  c o u r t  t e s t  here.
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X X X I I .  C O M P E N S A B L E  I N J U R I E S  N O T  T O  I N C L U D E  
" M E N T A L  I N J U R Y  C A U S E D  B Y  M E N T A L  S T R E S S "

T h e  s a m e  d e __ e f i n i t i o n  its f o u n d  in t h i s

C O M M E N T S

r e f e r e n c e  toiilln e ^ t R x W i M i u f v 1* a s  is f o u n d  i n  S e c t i o n  XV. P l e a s e  

s e e  c o m m e n t s  o n  S e c t i o n  XV.

R E C O M M E N D A T I O N

P l e a s e  s e e  c o m m e n t s  a t  S e c t i o n  XV.

A C T I O N S  P R O P O S E D

P l e a s e  s e e  c o m m e n t s  a t  S e c t i o n  XV.

A R G U M E N T S  A N D  P R O B L E M  A R E A S

P l e a s e  s e e  c o m m e n t s  a t  S e c t i o n  XV.

X X X I I I .  M E D I C A L  S T A B I L I T Y  ( T E R M I N A T I N G  P A Y M E N T  O F  A L L  
T E M P O R A R Y  B E N E F I T S )  O C C U R S  W H E N  N O  O B J E C T I V E L Y  M E A S U R A B L E  

I M P R O V E M E N T  H A S  O C C U R R E D  T O  T H E  I N J U R E D  
E M P L O Y E E  I N  A N Y  45 D A Y  P E R I O D

C O M M E N T

T h i s  m a y  b e  r e b u t t e d  b y  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e ,  

b u t  it d i v o r c e s  t h e  m e d i c a l  d e f i n i t i o n  o f  " m e d i c a l  s t a b i l i t y "  

( m e a n i n g  t h a t  t h e  p a t i e n t  is i m p r o v e d  a s  m u c h  a s  h e  o r  s h e  is 

r e a s o n a b l y  e x p e c t e d  t o  imp r o v e )  f r o m  t h e  m e a n i n g  o f  m e d i c a l  

s t a b i l i t y  f o r  w o r k e r s '  c o m p e n s a t i o n  p u r p o s e s .  B e c a u s e  o f  t h e  

b u r d e n  o f  p r o o f  a s s o c i a t e d  w i t h  it, t h i s  s h o u l d  g r e a t l y  i n c r e a s e  

t h e  n u m b e r  o f  h e a r i n g s  b e f o r e  t h e  Bo a r d .

- 4 4 -



R E C O M M E N D A T I O N

T h i s  h a s  b e e n  e a r l i e r  d i s c u s s e d  i n  S e c t i o n s  X X I V  a n d

XXVI. U n i f i e d  F a i r b a n k s  a g r e e s  t h a t  t e m p o r a r y  b e n e f i t s  s h o u l d  

b e  t e r m i n a t e d  a n d  p e r m a n e n t  b e n e f i t s  (if a p p l i c a b l e )  s h o u l d  b e  

s t a r t e d  i m m e d i a t e l y  u p o n  m e d i c a l  s t a b i l i t y  as t h a t  t e r m  is u s e d  

b v  t h e  m e d i c a l  p r o f e s s i o n . W e  h o p e  t h e  W C C A  w i l l  a g r e e  t o  a n  

a m e n d m e n t  b r i n g i n g  t h e i r  d e f i n i t i o n  m o r e  in l i n e  w i t h  t h a t  o f  

t h e  m e d i c a l  p r o f e s s i o n .

A C T I O N S  P R O P O S E D

A R G U M E N T S  A N D  P R O B L E M  A R E A S

D o c t o r s  w i l l  p r o b a b l y  c o n t i n u e  t o  a p p l y  t h e i r

d e f i n i t i o n  o f  m e d i c a l  s t a b i l i t y  a n d  w i l l  talce w h a t e v e r  r e p o r t i n g  

s t e p s  a r e  n e c e s s a r y  t o  c i r c u m v e n t  t h e  i m p o s i t i o n  o f  t h e  "45 d a y  

r u l e " .

XXXIV. R E P E A L  O F  T H E  C U R R E N T  M E T H O D  O F  D E T E R M I N A T I O N  
O F  W A G E  E A R N I N G  C A P A C I T Y

C O M M E N T S

A  n e c e s s a r y  p a r t  o f  t h e  n e w  m e t h o d  o f  d e t e r m i n a t i o n

p r o p o s e d .



R E C O M M E N D A T I O N

W e  c o n c u r  w i t h  W C C A  p r o v i d i n g ,  o f  c o u r s e ,  t h e  n e w  

s e c t i o n s  a r e  a d o p t e d .

A C T I O N S  P R O P O S E D

A d o p t i o n  as p a r t  o f  t h e  o v e r a l l  p a c k a g e .

A R G U M E N T S  A N D  P R O B L E M  A R E A S

N o n e  n o t  m e n t i o n e d  i n  t h e  s e c t i o n  a m e n d i n g  t h e  n e w  

m e t h o d  o f  d e t e r m i n a t i o n  o f  w a g e  e a r n i n g  c a p a c i t y .

X X X V o  R E P O R T I N G  D U R I N G  T R A N S I T I O N

C O M M E N T S

T h i s  s e c t i o n  is o n l y  n e e d e d  if  w e  g o  t o  t h e  a n n u a l  

r e p o r t i n g  f o r m a t  i n  o r d e r  t o  p e r m i t  t h e  S t a t e  t o  a c c u m u l a t e  

e a s i l y  a c c e s s i b l e  f i g u r e s .

R E C O M M E N D A T I O N

T o  b e  a d o p t e d ,  i f  w e  a d o p t  t h e  a n n u a l  r e p o r t i n g

a p p r o a c h .

A C T I O N S  P R O P O S E D  

S a me.

A R G U M E N T S  A N D  P R O B L E M  A R E A S

T h e s e  a r e  s e t  f o r t h  i n  o u r  r e c o m m e n d a t i o n s  o n  t h e  

p r i n c i p a l  s t a t u t o r y  c h a n g e s .

X X X V I .  E F F E C T I V E  D A T E

C O M M E N T S

A  g o o d  c h o i c e .

- 4 6 -



R E C O M M E N D A T I O N S

A  P R  c a m p a i g n  w i t h  r e c o m p i l a t i o n  o f  b o o k l e t s  a v a i l a b l e  

i n c l u d i n g  t h e  c o p i e s  o f  t h e  a p p l i c a b l e  c o d e  a n d  r e g u l a t i o n  

s e c t i o n s .

A C T I O N S  P R O P O S E D

N o n e .

X X X V I I .  L E G I S L A T I V E  T A S K  F O R C E

C O M M E N T S

A s  w e  a d d r e s s e d  e a c h  o f  t h e  p r o b l e m  areas, a n u m b e r  o f  

t h e m  w e r e  s e t  f o r t h  a s  n e e d i n g  a l e g i s a t i v e l y  o r i e n t e d  t a s k  

force, t o  .aonitor c h a n g e s  b e i n g  m a d e ,  a n d  t o  r e s o l v e  t h o s e  

p r o b l e m s  n o t  y e t  a d d r e s s e d .

R E C O M M E N D A T I O N

I m m e d i a t e  c r e a t i o n  o f  a t a s k  f o r c e  c o n t a i n i n g  

l e g i s l a t o r s ,  i n s u r a n c e  c a r r i e r s ,  m e d i c a l  c a r e  p r o v i d e r s ,  

a t t o r n e y s  ( f r o m  b o t h  s i d e s ) , r e h a b i l i t a t i o n  p e r s o n n e l ,  l a b o r  

u n i o n s ,  e x e c u t i v e  a n d  a d m i n i s t r a t i o n  r e p r e s e n t a t i v e s ,  a n d  

e m p l o y e r s .  T h i s  t a s k  f o r c e  s h o u l d  f i r s t  a d d r e s s  t h o s e  p r o b l e m s  

w h i c h  h a v e  n o t  b e e n  a d d r e s s e d  b y  l e g i s l a t i v e ,  e x e c u t i v e ,  o r  

a d m i n i s t r a t i v e  c h a n g e s  a n d  l a t e r  on, t h e y  s h o u l d  m o n i t o r  t h e  

e f f e c t  o f  t h e  c h a n g e s  n o w  b e i n g  m a d e .  O n l y  i n  t h i s  w a y  w i l l  w e



b e  a b l e  t o  h o n e  t h e s e  p r o b l e m s  d o w n  t o  a w o r k a b l e  p o i n t .  

A C T I O N S  P R O P O S E D

E s t a b l i s h m e n t  o f  t h e  a b o v e  c o m m i t t e e  f o r t h w i t h .  

A R G U M E N T S  A N D  P R O B L E M  A R E A S

T h e  f u n c t i o n  o f  t h i s  c o m m i t t e e  is t o  a d d r e s s  p r o b l e m s .  

I t s  c r e a t i o n  w i l l  d o  a g o o d  d e a l  t o w a r d  s a t i s f y i n g  t h e
/3'CUA.tOlu.X

e m p l o y e r s  t h a t  a r e  t o o  h i gh. C o s t s  s h o u l d  b e  m i n i m a l .

- 4 8 -



his argument by slating dial any duct­
work which is nol installed according 
lo specific guidelines has the potential 
o l licing installed improperly. Thus, to 
alleviate the installation problem, he 
recom m ended lhat thcSlatcadopt— or 
at least reference—SMACNA's I (VAC

ing" stage from all of the testimony 
they received. Staff mcmlicrs of the 
Commission indicate lhat Vermculen 
made his point and that the State will 
m ore than likely adopt his recom men­
dations. We'll keep you posted on  fur­
ther updates. □

Everything You Wanted to Know About the CAL SMACNA 
Workers Compensation Captive. But Were Afraid to Ask
By Jam a  Cntlnne. CrCU. President CALSMACMA Business Insurance Agency. Inc

In order to give 
you a full picture 
o l how the cap­
t iv e  w o r k s , I 
need to digress 
for a bit and give 
you a synopsis 
o l  th e  in s id e  

workings ol the California Workers 
Compensation System. Once the inner 
workings of this system are laid before 
you. it will l>e easy to sec how the cap­
tive works to your advantage at every 
turn.

I lo to  a r e  m y  w o rk e rs  c o m p  ra le s  
c a lc u la te d ?
Every insurance com pany in the slate 
is res|ionsiblc for filing a Unit Statistical 
Report with the Workers Com|>cnsa- 
lion Insurance Rating Bureau (WCIRB) 
for every employer w ho has workers 
compensation insurance with them. 
This report contains the premium and 
losses that the employer sustained dur­
ing the year broken down by rating 
class.

The rating class is one of 232 cate­
gories where on e of your workers can 
be categorized in order lo determine 
his workers compensation rate. A com ­
mon category in our industry is Sheet 
Metal Work, Erection, Installation or 
Repair ($16 or more per hour). Code 
55-12. talc $9.05.

By using three years worth ol these 
statistics, the WCIRB determines by 
statistical analysis what rates are nec­
essary lo pay claims and insurance 
com pany expenses for each workers 
compensation class. For example, in 
the rate class 55-12 mentioned above, 
the rale as of 1 /1 /8 6  was $6.66. As of 
7 /1 /8 7 , that rate had climbed to $9.05, 
almost a 36 percent increase In a year 
and a half.

By contrast, the rale for roofers on 
1 /1 /8 6  was $30.33. By 7 /1 /8 7 , it was 
$33.85 and had increased only a little 
less than 12 percent during the same 
year and a half.

A r e  th e  ra te s  lh a t  th e WCIRB p r o ­
m u lg a te s  th e m in im u m  ra tes  lh a t 
a n  In su ra n ce  c o m p a n y  ca n  ch a rg e  
f o r  w o r k e r s  co m p e n sa t io n 7

Yes. California Is a minimum premium 
state. Companies can charge more 
than the minimum but they cannot 
charge lo.*.

There is, however, a icgai way for 
you to pay less and il involves the Unit 
Statistical Rc|>ort lhat we mentioned. 
Not only is lhat rc|>ort used lo  set the 
minimum rates, it is also used lo set an 
individual company’s  Experience Mod­
ification Factor (EMF).

If you r accou n l d e v e lo p s  o v e r  
$14,500 in premium using the mini­
mum rates, you automatically qualify 
for Experience Rating. By a set for­
mula. the WCIRB measures the num­
ber of claims you have, the claims you 
have over $2,000 and your premium.

If you are above average, your 
Experience Modification will be l.(X). 
If you are alxrve average, your Ex­
perience Modification will Ire less Ilian 
one. And il your claims are worse than 
average, your experience Modification 
will be greater than one.
S o  the E x p erien ce  M od ifica tion  
F a c to r  ca n  a ffe c t  m y  ra le s 7

Very much. Let's say lhat you have a 
$200,000 payroll of sheet metal work­
ers in the 5542 code which charges 
$9.05 for each $100 of payroll. Tire 
minimum rale Ihal would be devel­
oped is $18,1 (XI. If this acount had a 
number of losses and the Fjqrerience 
Modification Factor was 1.25, they 
would be charged $18,100 x  1.25 or 
$22,625.

If the account loss history was better 
than average and developed an Ex|>er- 
lence Modification Factor of .75, this 
accounl would be charged only $13,575.

Obviously, the Experience Modifica­
tion Factor Ls very important. To my 
way of thinking, it is TIIEmost Impor­
tant factor in your workers' coni(>ensa- 
lion program for several reasons:
a) You can legally pay less for your 
w orkers’  com pensation  insurance 
than your competitor.
b) A consistently low Ex|>criencc Mod­
ification Factor means you profrably 
have a good safety program and you 
are reaping the benefits of that pro­
gram.
c) Unlike dividends— which arc nof 
guaranteed—a good Experience Modi­
fication Factor at least guarantees your 
rates for that year.
d) You can have som e control over 
your Experience Modification Factor, 
whereas il Is very difficult to control 
your dividend. □
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Representative John Sund 
P.O. Box V 
State Capitol 
Juneau, Alaska 99811

Dear Representative Sund:

Mill 1 man and Robertson, Inc. (M&R) was retained by the Hou 
Judiciary Committee to conduct an-analysis of vhe .
version of Senate Bill 322 (i.e., as of April 20, 1988} and to 
evaluate the potential Impact on workers' compensation insur­
ance r a t e s i n  Alaska. This letter presents tne -esults of
o u r  a n a l y t i c .

1. Estimated Impact on Cost levels.

We estimate that the proposed law will reduce benefit costs 
by slightly more than 6%. relative to current benefit levels. 
Table 1 below shows how this reduction was estimated.

TABLE 1: ESTIMATED CHANGE IN BENEFIT COSTS

Permanent
Perma­ Partial Tem­

A: Cost under 
Current Law

fatal. 

3. OX

nent
liiial

13.4%

Tem-
Dorarv

20.1%

Award

30.1%

porary
Totals

5.1%

M e di ca l Total 

2 8 . 3 %  100.0%

Pro posed Law Change
ft: Revision to PP 

Award 1.000 1.000 1.000 0.867 1.000 1.000

C: Weekly Benefit 
Maximum 0.996 0.999 1.000 1.000 0.995 1,000

D: Out-of-State
Claimants p t m s u m 0,95.0. 1.000 0.954 LJ?00

E: Overall Impact 
(BxCxD) 0.946 0.949 0.950 0.867 0.945 1. 00 0

F: Cost Under 
Proposed 
Law (AxE) 2.8% 12.7% 19.1% 26.1% 4.8% 2 8 . 3 %  93.8%

AL»ANY*ATLAJJTA*CHICAG0.0AU^S*DCN VCR'HARTTORD. HOUSTON *|NOI^ARCLtS^I^5ANCUELE$*MILWWJKKC^MWNtAROU6
NCW YORK-OMAHA-RHILAOELRHIA.RHOCNIK-RORTLAND-*T.LOUI$-»AN TOANClBCO-BCATTLC-WAEHINOTON.aC.

A m U A T fD  C t H H H U  
RAOON •  W O O C R O #  IN THC U M T IO
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R e p r e s e n t a t i v e  John Sund - 2 *  A p r i l  25,  1988

As can be seen on Tabl e  1,  our est i mates e x p l i c i t l y  recogni ze  
th« impact on cnctc n f  t h r e e  prov i s i ons  of  the proposed Taw; i . e .

1. The r e v i s e d  method by which permanent p a r t i a l  awards
a r c  t o  b e  c c l c u l a t v d  u s i n g  l l i«? A , ' n * r 1 c * n  M n d - i f . a l  Associ ­
a t i o n  ( A M A )  d l c a b l l l t y  g u i d e *  a n d  t h a  w h o l #  man  r n n r # > p t . .

2. The reduction of the raax'lniiijn weekly benefit to $700.

3.  The r edu ct i on  In benef l t . s_ t o  o u t - o f - s t a t e  c l a i mant s  
to recogni ze  h i ghe r  l i v i n g  costs in Alaska.

In a d d i t i o n  to these t h r e e  "hard d o l l a r "  pr ov i s i ons ,  we be l i e v e  
t h e r e  are many " s o f t  d o l l a r "  prov i s i ons  o f  the proposed law 
t h a t  have t he p o t e n t i a l  t o  s i g n i f i c a n t l y  Impact costs .  For  
example,  s t r i c t  adherence to the l e t t e r  and s p i r i t  of  the 
a d m i n i s t r a t i v e  p r ov i s i o ns  o f  the proposed law,  emphasis on 
workpl ace s a f e t y ,  successf ul  implementat ion of  the "independent  
medical  e v a l u a t i o n "  concept ,  and e f f e c t i v e  implementat ion of  
more s t r i n g e n t  c o n t r o l s  on the vocat i onal  r e h a b i l i t a t i o n  
program should r e s u l t  in a d d i t i o n a l  e f f i c i e n c i e s .  On the 
ot her  hand, t h e r e  are some -aspects o f - t b e  proposed l aw_t bat  
could have a negat i ve  Impact  on costs .  For example,  under  
c ur r e n t  law many c l a i ma nt s  s e t t l e  f o r  ,a 1UfflD Sum With a 
compromise and r e l e a s e  agreement .  Under the proposed law,  
permanent  p a r t i a l  cases are to be a u t o ma t i c a l l y  s e t t l e d  wi t h  
a lump sum wi t hou t  the need f o r  a compromise and re l ease  
i g reement .  I t  appears t h a t  under the new law there  is the 
p o t e n t i a l  f o r  g r e a t e r  f r equency of  reopenings.

We were able to obt a i n  dat a  to est i mat e  the l i k e l y  magni tude 
of  the "hard d o l l a r "  sav i ngs .  In a d d i t i o n ,  our judgments of  
these savings were I n f l u e n c e d  by p o t e n t i a l  "sof t  d o l l a r "  
sav i ngs .  However,  we b e l i e v e  t her e  1s the po t e n t i a l  for  
s i g n i f i c a n t  " s o f t  d o l l a r "  savings beyond those a n t i c i p a t e d  in 
our es t i ma t e s ,  provi dad the proposed reforms are f u l l y  and 
s u c c e s s f u l l y  Implemented.

2. Impact on Rjil.e Levels.

I f  c u r r e n t  r a t e  l e v e l s  are adequate,  we est i mate t h a t  the 
proposed law would j u s t i f y  an o v e r a l l  r a t e  reduct i on of  6%. 
However,  the f o l l o w i n g  should be recogni zed:

1.  our e a r n e r  a n a l y s i s  cunuucieu f ur  cite Al«aka 
Department  o f  I nsurance I n d i c a t ed  t h a t  cur rent  r a t e  
l e v e l s  may be I n a d e q u a t e ; I . e . ,  i n s u f f i c i e n t  to 
sust a i n  costs under  the cu r r en t  b e n e f i t  s t r u c t u r e .

2.  We b e l i e v e  t h a t  t h e r e  1s a general  percept i on w1t h 1n 
the insurance I n d u s t r y  t h a t  the cu r r e n t  T T t e  l ev e l  in 
Alaska Is I nadequat e .

3. While the proposed law will reduce costs in the 
short term, It Is likely that costs will begin to 
rise again before the January 1, 1990 ra t e  reduct i on

M I L U M A N  a  R O e C W T W O N .  I N C . C 0 N B U L T I N 9  A C T  U A N  I C 9
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Representative John Sund -3- April 25, 1988

Aspiration date, due to medical Inflation and the 
long-term trends towards greater benefit utilization-.

The proposed law mandates a temporary rate reduction for the 
period July 1, 1988 through January 1, 1990 of at least 6%. 
it is not clear to us 1f the proposed law anticipates a rate
freeze at 6% below current levels, or that any subsequent
rate filing must reflect a 6% offset to recognize the proposed 
1 aw.

We would advise strongly against implementing a rate freeze 
for a number of reasons:

1. Given the perception of curr-ent rate inadequacy, a
rate freeze may precipitate market availability 
problems.

2. We believe 1t is 1n the long-term Interests of all 
parties that rates reflect costs-. Major problems 
have'developed in sidle* that have not adhered to 
this principle (e.g., Maine).

3. Rate reviews will measure the impact of ill aspects 
of the proposed law as actual losses under the new 
law emerge. Frequent review will enable any 
required adjustments to rates and, if necessary,
to admlnlst.raUye orpcedures. statutory provisions, 
etc., to be implemented Before a crisis fieveiops.

4. We believe there is the potential for savings signi­
ficantly in excess of 6% 1f certain of the 
administrative provisions of the proposed law
are successfully and strictly Implemented. If such 
savings materialize, they should be reflected 1n the 
rates as soon as possible.

We suggest that the proposed law be revised to include an 
immediate reduction of rates of at least 6%, and a provision 
specifying that future r*t.« filings (e.g.. after December 
31. 1988) must fully reflect the impact of tne new law. This 
latter requirement should not be limited to the period July
1. 1988 through January 1, 1990. We would anticipate that 
tne original estimated impact on costs of 6% would be gradually 
revised in future rate filings as actual data becomes available.

To assure that subsequent rate filings do fully reflect the 
Impact of the new law, the Department of Insurance may want 
to consider special reporting requirements and enhanced 
actuarial analyses pertaining to emergence of costs under the 
new law.

We also note that the term "rate" used 1n the proposed law is 
somewhat ambiguous. It is not clear 1f the drafters mean the 
overall Statewide rate level or the rate charged each individual 
insured.

I
M I L U M A N  *  R O e C N T e O N ,  I N C . C O N l U L T I N a  a c t u a r i k *
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3.  Est i mated Impact- on. B e n e f i t s.

As can be seen on Table 1, permanent p a r t i a l  award b e ne f i t s  
are. the most a f f e c t e d  by the proposed law.

Permanent p a r t i a l  award be ne f i t s  are t y p i c a l l y  paid to a 
p a r t i a l l y  d i sab l ed  worker  who has recovered s u f f i c i e n t l y  to 
r e t u r n  to work,  The b e n e f i t  Is Intended to compensate f or  
loss o f  work a b i l i t y  and f u t ur e  earn i ng c a p a c i t y ,  and 1s paid 
in a d d i t i o n  to temporary t o t a l  b e n e f i t s .

E x h i b i t  1 provi des a comparison o f  es t i mat ed b e n e f i t s  under  
the c u r r e n t  end the proposed law f o r  "average*  cases of  d i f ­
f e r e n t  i n j u r i e s .

4 . Assign e d . h a roe.

Al though not  pa r t  of  the cur r ent  vers i on of  SB322 provided to 
us f o r  a n a l y s i s ,  we have been provided wi th a proposed 
r e v i s i o n  I mpact ing the assigned r i s k  surcharge;  i . e . ,

" ( c )  An I n s u r e r  may not Impose a surcharge f o r  assigned 
r i s k  pool Insurance unless the Insured has rece i ved
an experie nc e mod ificatio n debit. After the Insured
has r ece i ved an exper i ence m o d i f i c a t i o n  d e b i t ,  the 
i nsured may impose a surcharge i f  the percentage of  
the surcharge does not exceed the  percentage appl i ed  
as an exper i ence mo d i f i c a t i o n  d e b i t  or  25 percent  of  
the premium developed a f t e r  a p p l i c a t i o n  of  the 
exper i ence modifica ti on  factor, whichever  I *  less."

Whi le we have not had t ime to request  data to analyze t h i s  
proposal  1n d e t a i l ,  we have the f o l l o wi n g  comments.

The proposal  1s l i k e l y  to lead to a r educt i on  of  premium 
c o l l e c t e d  f o r  assigned r i s k s .  This i s  because of  smal l  r i sks
«  ,v W n *v< «> 4 • l« *  4  k p  1 • • ♦ p  *  4 a w  4 4 w 1 J  a w a 4 k  % u a  n n n u g
c r e d i b l e  exper i ence to produce a high exper ience r a t e  mo c a ­
t i o n .  For these r i s k s ,  the new law could s u b s t a n t i a l l y  reduce 
the e f f e c t i v e  assigned r i s k  surcharyu from the current value
of  2 0 * .

Any r educt i o n  in assigned r i s k  premiums w i l l  p a r t i a l l y  
o f f s e t  the I nd i ca t ed  cost  savings of  6 * .  For example,  assume 
t h a t  assigned r i s ks  c u r r e n t l y  account of  15*  of  the t o t a l  
earned premium. Fur t her  assume t h a t  the proposal  reduces the 
e f f e c t i v e  surcharge from 20*  to 15* .  The r e s u l t i n g  ov e r a l l  
s t a t e wi de  premium w i l l  then be reduced by about 0 . 6 * .  Thus,  
onl y 5 . 4 * ,  r a t h e r  than 6%, is a v a i l a b l e  f o r  an ov e r a l l  r a t e  
r e d u c t i o n .

In any case 1t  should be recognized t h a t  reduct i ons in 
assigned r i s k  premium l e v e l s  can only be accompl ished at the 
expense o f  the vo l unt ar y  market .
Bef ore  changing tne assigned r i s k  surcharges and r i s k i n g

M I L LI M A N  * MOIEf'TION. INC. CONIll LTI N B A C T U A R I C I
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market d i sl oc ations,  we recommend further study of relative 
rate adequacy of the assigned risk pool versus the vo l un t a r y  
market .  This a n a l y s i s  should be extended to I nc l ude  tne  
var i ous segments o f  the assigned r i s k  pool in which problems 
are percei ved to e x i s t  ( e . g . .  small  r i s k s ,  new r i s k s ,  e t c . ) .
Ue t h e r e f o r e  suggest  postponing r e v i s i on  of  the assigned r i s k  
surcharge at  t h i s  t i me.

Hethgdgl&flX

This ana l y s i s  1s an ext ensi on of  our e a r l i e r  study f o r  the 
Alaska Department  of  Insurance descr ibed in our r e p o r t  "Cost  
Anal ys i s  of  the Alaska Workers'  Compensation Program" dated 
February 10, 1988.

Our cost  es t i mat es  are based on a modi f i ed vers i on of  the  
model developed by the Nat i ona l  Counci l  of  Compensation 
insurance (NCCI ) .  The NCCI model was based on both 
count rywide and Alaska da t a .  We have modi f i ed the model to 
r e f l e c t  a d d i t i o n a l  l oca l  Alaska data a v a i l a b l e  from the
Alaska Workers Co m pe n s a t i o n  Insurance Handling System  and
also from the NCCI u n i t  s t a t i s t i c a l  plan f o r  Al aska.

A l l  the data was accepted f o r  anal ys i s  wi t hout  a u d i t .

y j rlifr.l 1.1 t.y

The proposed law r epr es ent s  a very s i g n i f i c a n t  r e v i s i o n  to 
the Alaska workers Com pe n sa t io n  program. It must be 
recognized  that there is significant variability in any
a c t u a r i a l  es t i mat e  of  f u t u r e  workers '  compensation costs ,  and 
t h a t  v a r i a t i o n  from the est i mates presented in t h i s  r epor t  are 
l i k e l y .

We welcome the op p o r t u n i t y  to discuss t h i s  a n a l y s i s  1n 
g r e a t e r  d e t a i l  as the need a r i s e s .

S i nc er e l y ,«/ I II V O  I v  I /  ) y

Michael  A. McMurray,  F . C / A . S . ,  M.A.A.A,  

Mark Crawshaw, F . C . A . S . ,  M. A.A.A.

M I U I M A N  ft R O I C R T I O H i i n c . C O N W U L T I N Q  A C T U A R I E S



Exhibit 1 
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filei 60A Datei 04/25/86 07»36t16
Tltlti Alaska Norkart Compensation

Eatiaated Average Peraanent Partial Award* Under Currant 
law And Undtr SB 322 <At Of April 20, 1908

<l) (2) (3) (4)

Eatiaated Eatiaated
PP Award PP Aware

Under Under
Avaraga ' AHA Currant Proposed

SCHEDULED MINOR PP X Loai Rating Law Lae

Thuabi 1 Phalange 100 14.0 46,132 421,400
2 cr aora iOO 2 2 . 0 12,425 ^9,700
Loa« of Uaa 25 4.0 4,197 5,400

Ind Pingeri 1 Phalange 100 4.0 4,325 8 , 1 0 0
2 or aora 100 12.5 7,474 14,075
Lone of Uaa 32 3.2 2,951 4,320

Mid Fingeri i Phalanoa 100 3.0 2,9 If 4 , 7 1 0
9 • r * a r « t * o 1 • 3 * , OBJ 11,940
Loti of Use 29 2.4 1,705 3,240

Ring Fingari 1 Phalange 100 3,0 2,853 4,050
2 or aora 100 4.5 4,294 4,075
Lott of Uea 31 1.4 1,836 2,160

H i t  F i f l f f t n  i P h a l a n f * 100 1 . 0 1,149 1,330
2 or aora 100 2.5 2,099 3,375
Lots ot uaa 34 0 . 1 820 1,060

8 raat Toai 1 Phalange 100 4.0 4,164 5,400
2 or aora 100 4.5 4,440 8,775
L o n  of Uaa 26 1.4 2,230 2,160

Other Toaai Diaaaaberaant 100 O.B 2,328 1,060
Loei of Uaa 29 0 . 0 754 250

Qtheri Haaringi One Ear 6 2 . 0 4,044 2,700
Ara 13 8.0 11,936 10,600
Hand 13 7.0 9,050 9,450
L«a i s 9,0 10,999 6 , 7 3 0
Poet 13 4.0 7,378 5,400

l y e 15 4.0 4,884 5,400
Haaringi Both Sara 17 4.0 11,149 1 , 1 0 0

AVERA8E - ALL INJURIES 44,490 46,515



Filai SO A Datei 04/25/08 07i36il6
Titlti Alaska Workers Coapensstion

Eatiaated Average Peraanent Partial Awards Under Current 
Law And Undir SB 322 (As Of April 20, 1988

< 1 > (2) (3) (4

Eatiaated Eatiaated
PP Award PP Award

Under Under
A v e r A f t A H A O u r r v n t r, w^usffj

UNSCHEDULED MINOR PP X L o l l Rating Law Law

Head 6 4 . 8 N/A 4 6 , 4 6 0

Back 10 0 . 0 N/A 1 0 , 8 0 0

Harni a 7 5.6 N/A 7 , 5 6 0

H e a r t  A t t a c k 12 V i 6 N / A 1 2 , 9 4 0

Neck 11 I . B N/A 1 1 , 8 6 0

Mental U 8 . 8 N/A 1 1 , 6 8 0

Multiple Injuries 11 6.8 N/A 1 1 , 8 6 0

Other Seneral • 6.4 N/A 3 , 6 4 0

A V C R A Q E  • A L L  I N J U R I E S 1 1 4 , 04 V f 1 0 , 3 7 9

ii

M I L L !  M A N  ft R O l E R T I Q K ,  I N C . C O N S U L T I N G  A C T U A R I c a



Exhibit 1 
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Fllti BOA Ditai 04/25/11 07i34il4
T4 t 1 •  a A1 *« L • Uorl.»r« Cv*p*na«W vn

Av a r  a f a  P a r w a n a n t  P a r t i a l  Awa r d *  UnOa r  Currant 

Lam And Und«r BB 322 (At Of April 20, 1988

<1> (2) (3) (4)

SCHEDULED MAJOR PP

*

Avaraga

X L o n
A'lA

Rating

Eitlaatad 
?P Award 

Undar 
currant 

Law

Eitlaatad 
PP Award 

Undar 
propoaad 

Law

Ar ■> Abova Elbow

aaaaaa

100
r, «b m m ■» «■

58.5 453,580 478,973
Balow Elbow 100 55.5 53,510 74,925
L o n  of Ult 53 25.6 42,202 34,540

Hindi Diiaaabaraant 100 54.0 41,710 72.900
L o n  of Uia 34 24.0 33,411 32,400

Lag i Abeva Knaa 100 38.0 49,383 51,300
Btlow Knaa 100 32.0 49,383 43,200
L o n  of Uaa 53 16.8 38,038 22,680

Foot i D1 naabaraant 100 26.0 36,234 37,800
L o n  of U n 51 1 1 . 2 24,430 15,120

Eyai Enuelaitien 100 2 1 , 0 2 0 , 1 3 5

27,413
3 2 , 4 0 0

L o n  of Uia • a 16.8 22,480
Othari Haaringi Both Eiri 37 2 0 . 0 30,233 27,000

AVERA9E - ALL INJURIES
«■» a» • a» aa

435,414 426,147

M I L U M A N  m A O I C N T I D N ,  I N C . ---------------------C O N a U L T l N O  A C T U A A I t l
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Exhibit J 
Page 4 of 4

Filei BOA Datei 04/25/SB 07i34i 16
Y i f c l a i  A l au l t *  Wa r k a r s  C o a p a n a a l i p n

P a H a a t a d  A v . r . g .  P a r a a n a n t  P a r t i a l  Award* Undar  Cur r ant .
Law And Undar fi) 332 (Aa Of April 20, 1986

<l> (2) (J) (4)

Av«r«g«
UNSCHEDULED MAJOR PP x Lota

Haad 44
SACk 41
Hernia 5 3
Heart Attack 4 4
Ntck 40
Mental 4 5
Multiple Injuriea 4 7
Other Seneral 44

AVERAGE - ALL INJURIES

AMA

latleateii
PP Award 

Under 
Current

Eatiaated 
PP Award 

Under 
Propcied

Rating Lew Law

lii 0 N/A 449,010
44,28032.1 N/A

42.4 N/A 57,240
34.8 N/A 49,480
32.0 N/A 43,200
34.0 N/A 48,400

50,740
47,520

37.4 N/A
35 . 2 N/A

*51,113

■ ••ainaaa

*44,433

M I L U M A N  •  R O I C R T I 0 N ,  I N C . C O  N | U  LTI  N O  A C T U A f t l t S
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■ ' .OF- THE ALASKA I n s a t i o n  program
«

M l l l i m a n  & Rober t son,  I n c .  (MiR)  w>« r e t a i n e d  by t he  Alaska  

D i v i s i o n  o f  I nsur ance  t o  per f orm t h *  r o l l o w 1ng t a s k s :

1. To p r o v i d e  a breakdown o f  c u r r e n t  costs o f  t he  Alaska  

wo r k e r s '  compensat ion program.

2.  To i d e n t i f y  t hose e l ement s  d r i v i n g  t h e  r e c e n t  l a r g e  r a t e  

• I n c r e a s e  i n d i c a t i o n s .

3.  To r e v i e w and comment on SB322/HB352 as i t  p e r t a i n s  to  

the cost s  of  the  Al aska wor ke r s '  compensat ion program.

4.  To a n a l y z e  l o c a l  Al askan data r e l e v a n t  t o  e s t i ma t i n g  the  

U k e l y  cost  impact  of  SB322/HB3 52,  t he  maj or  source o f  

t h i s  da t a  being t he  Alaskan Workers'  Compensat ion 

I n f o r m a t i o n  Handl i ng  System (WCIHS) .

5.  To r e v i e w the N a t i o n a l  Counci l  on Compensat ion Insurance  

(NCCI )  p r e l i m i n a r y  e v a l u a t i o n  of  SB322/HB352 and where 

a p p r o p r i a t e ,  modi fy  the NCCI e s t i m a t e  using r e l e v a n t  

l o c a l  d a t a .

6. To p r ov i de  a l i k e l y  cost  e s t i ma t e  of  the Impact  of  

SB322/ HB352.

Thi s r e p o r t  summarizes our  f i n d i n g s .

* 1: BREAKDOWN OF CURRENT COSTS

In i t s  most r e c e n t  r a t e  f i l i n g ,  t he  NCCI pr ov i des  the f o l l o w i n g  

breakdown of  the "aver age"  premium d o l l a r  1n Al aska:

i



Tabid 1: Breakdown of Current Costs

Benefit Cost: 69.1%

Claim Adjustment: 8.6

Production Expense: 9.6

General Expen:a: 5.8

Taxes: 4.4

Profit: 2,$

Total 100.0%

It must be appreciated that the above table 1s an average 

breakdown and that the breakdow for any p-articular insured may 

differ depending on the type of rating plan, premium size, etc.

It should also be noted that claim adjustment and production 

expenses as well as taxes and profit are essentially variable 

costs. Thus, if 1t is possible to reduce the total amount of 

benefit dollars, there will be corresponding savings of these 

costs. In contrast, general expense 1s largely a fixed cos.t, 

and total dollars consumed by this Item are unlikely to be 

significantly altered by changes in benefit levels.

In their recent evaluation of the proposed law change, the NCCI 

provides a breakdown of total benefit costs by type of Injury 

as follows:

Table 2: Breakdown of Benefit Costs

Fatal 3.0%
Permanent Total 13.4
Permanent Partial 50.2 .
Temporary Total _,.Li 1

Indemni ty 71.7
Medical -IB- ?

Total 100.0%

- 2 -



W« underst and t h a t  t h i s  breakdown of  b e n e f i t  costs  is based on
• *

u n i t  s t a t i s t i c a l  p l an da t a  f o r  Al as ka .  We have r ev i ewed the 

u n i t  s t a t i s t i c a l  pl an data and b e l i e v e  the NCCI breakdown of  

costs 1s r e a s on a b l e .

The b e n e f i t  cost  breakdown 1s r e l a t i v e  to the f i n a l  i n j u r y  type  

o f  the c l a i m a n t .  Thus,  f o r  example,  permanent  p a r t i a l  I ncl udes  

a l l  t emporary  t o t a l  b e n e f i t s ,  r e h a b i l i t a t i o n  and l e g a l  expense,  

pa i d  t o ,  or  on b e h a l f  o f ,  permanent  p a r t i a l  awardees.

I t  should a l so  be noted t h a t  t he  component " t emporary  t o t a l "  

i n c l ud e s  onl y  t hose temporary t o t a l  c l a i ma n t s  who r e c e i v e  

b e n e f i t s  f o r  l ess  than 52 weeks.  Temporary t o t a l  c l a i ma nt s  who 

r e c e i v e  b e n e f i t s  f o r  more than 52 weeks are c l a s s i f i e d  as 

permanent  p a r t i a l .

2: REC1MI..RATE LEVEL INCREASES

Using the NCCI r a t e  f i l i n g  dat ed Oct ober  16,  1987 as our dat a

The assumed annual  i nc r e a s e  in the medical  cost  component of  

t he  wo r k e r s '  compensat ion r a t a s  was about  8% 1n t he  l a s t  r a t e  

f i l i n g .  Th i s  appears t o  be suppor t ed by ac t ua l  e x p e r i e n c e .  We 

a l s o  note t h a t  the medical  component o f  the  CPI f o r  Anchorage  

I n c r e a s e d  by about  12% per  annum between mi d- 1985  and m i d - 1987.  

Thus,  w h i l e  the medical  t r end  1s causi ng wor ke r s '  compensat ion



#

costs to increase substantially, the magnitude 1s not surprising.

Of greater significance are the loss development factors for 

the indemnity cost component. By loss development factors* we 

mean the amount the cumulative paid indemnity benefits (includi> v 

plaintiffs attorney's fees and vocatijnal rehabilitation expenses) 

increase as each policy year ages.

R e l a t i v e  t o  the  f a c t o r s  uscid t o  gener a t e  the r a t e s  e f f e c t i v e  

January  1,  1987,  t he  JLlid. I ndemni t y  development  f a c t o r s  f o r  the 

January  ] ,  1988 r a t e s  are 20% h i g h e r .  Since I ndemni t y  accounts 

f o r  about  70% of  t o t a l  Alaska b e n e f i t  c o s t s ,  t h i s  change adds 

a p p r o x i ma t e l y  14% to the i n d i c a t e d  r a t e  l e v e l .

A c u r s o r y  r e v i e w o f  t he un d e r l y i n g  loss devel opment  data s p e c i f i c  

to Al aska does I n d i c a t e  t h a t  t h i s  i ncr e as e  in t he Indemni ty  

devel opment  f a c t o r :  was wa r r an t e d .

In o r de r  to i d e n t i f y  reasons f o r  the d e t e r i o r a t i o n  in indemni ty  

l oss deve l opment ,  we a n a l y  ‘ 1 c l a i m count  and s e v e r i t y  data by 

i n j u r y  t y pe .  T i l f “ i n d i c a t e d  a s i g n i f i c a n t  i ncrease 1n

the r e l a t i v e  f r equency  o f  maj or  permanent  p a r t i a l  cases beginning  

in p o l i c y  y e a r  1982.  Thi s I nc r e a s e  appears to a f f e c t  a l l  i ndus t r y  

groups.  There are  a l so  i n d i c a t i o n s  of  l a r g e  i ncreases  in average 

payments to maj or  permanent  p a r t i a l  c l a i mant s  and to c l a i mant s  

between the t i me o f  i n j u r y  and t ime of  award.

this appears to be one area that must be addressed i f  o v e r a l l  

costs are to be reduced or contained w h i l e  l e a v i n g  the b e n e f i t  

structure substantially intact.
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We. a-lso note* t h a t  we suspect  t he  c u r r e n t  NCCI promulgated rat e  

l e v e l s - f o r  Al aska do not  f u l l y  r e f l e c t  the i ncr eased  cost  of  

permanent  p a r t i a l  cases under e x i s t i n g  l aw.  I f  t h i s  i s  t r ue ,

The f o l l o w i n g  o u t l i n e s  our  unders t and i ng o f  the  maj or  pr ov i s i ons  

of  SB322/HB352,  which r e l a t e  to the costs of  the  Alaskan Workers'  

Compensat ion System.

Compensat ion f o r  Per manent Par t i a l  B e n e f i t s

Under c u r r e n t  l aw,  permanent  p a r t i a l  b e n e f i t s  are e i t h e r  

schedul ed or  unschedul ed.  The unscheduled b e n e f i t  is subj ect  

to a maximum o f  S6 0 , 0 0 0 .  B e n e f i t s  may be paid in weekly  

i n s t a l l m e n t s .  However,  we understand t h a t  many cases are 

s e t t l e d  w i t h  a lump sum payment as p a r t  of  a compromise and 

r e l e a s e  agreement .

Under the proposed l aw,  " a l l  d e t e r m i n a t i o n  of  the e x i s t e nc e  and 

degree  of  i mpai rment  s h a l l  be made s t r i c t l y  and s o l e l y  under  

t he  whole person d e t e r m i n a t i o n  as set  ou t  in the  American  

Medi ca l  A s s o c i a t i o n  (AMA) Gui des" .  B e n e f i t s  are t o  be c a l c u l a t e d  

by m u l t i p l y i n g  the  new maximum b e n e f i t  amount of  $240 , 000  by 

t he  AMA I mpai rment  r a t i n g  and an ad j us t ment  f a c t o r .  The 

b e n e f i t  1s to be pa i d  1n a lump sum, w i t h o u t  t h e ' n e e d  f o r  a 

compromise and r e l e a s e  agreement .



.stand that the drafters^of the proposed law Intended

benefits,

although there may be

Sype.

We f u r t h e r  underst and t h a t  the proposed change i n b e n e f i t  

d e t e r m i n a t i o n  i s  ai

b e n e f i t  d e t e r m i n a t i o n s  and t o  nfcdiigagBhfim
^^ifiaiMSiiaiaj£»ia'i ____

The change in the method o f  b e n e f i t  d e t e r m i n a t i o n  e s s e n t i a l l  

s h i f t s  the emphasis to medical  r a t h e r  than v o c a t i o n a l  

c o n s i d e r a t i o n s  ( e . g . ,  l oss  of  earni ng c a p a c i t y ) .

I. on.

Maximum L i m i t a t i o n  ..on We_ekly B e n e f i t s

Under c u r r e n t  l aw,  weekl y b e n e f i t s  f o r  f a t a l ,  permanent  t o t a l ,  

and t emporary  t o t a l  are s u b j e c t  to a maximum o f  200% o f  the s t a t e  

average weekl y  wage.  Thi s amount is c u r r e n t l y  about  $ 1 , 0 0 0 .

Under the proposed l aw,  the maximum weekl y b e n e f i t  w i l l  be $700.  

Cl a i mant s  L i v i n g  Qut of. .S.tatfc

The new law pr ov i des  f o r  r e i n t ; * oduct 1on  of  a r e d u c t i o n  in 

b e n e f i t s  f o r  t hose c l a i ma nt s  l i v i n g  out  of  s t a t e .  The 

r e d u c t i o n  r e c ogn i z e s  h i g h e r  l i v i n g  costs and c o r r e s pon d i n g l y  

h i g h e r  b e n e f i t  l e v e l s  1n Al as ka  as compared t o  o t h e r  s t a t e s .

R e h a b i l i t a t i o n  Program Reform

Under  p r e s e n t  l aw,  v o c a t i o n a l  r e h a b i l i t a t i o n  s e r v i c e s  may 

g e n e r a l l y  be p r ov i de d  f o r  a p e r i o d  o f  up t o  37 weeks.  Temporary

»  ^ i



disability Benefits are paid throughout the rehabilitatioa 
process.

Under the  proposed law,  v o c a t i o n a l  r e h a b i l i t a t i o n  se rv ice s  may 

be pro v i de d  f o r  a p e r i o d  o f  up to two y e a r s .  Temporary  

d i s a b i l i t y  b e n e f i t s  are not  pa id  a u t o m a t i c a l l y  throughout  the

r e h a b i l i t a t i o n  p rocess .  R a t h e r ,  temporary t o t a l  b e n e f i t s  are

to cease once a c l a i m a n t ' s  medical  c o n d i t i o n  s t a b i l i z e s .  From 

t h i s  t i m e ,  permanent  Impai rment  b e n e f i t s  sh a l l  be a v a i l a b l e  to 

suppor t  th e  c l a i m a n t  th roughout  the r e h a b i l i t a t i o n  process.  I f  

permanent impai rment  b e n e f i t s • become exhausted be for e  the 

r e h a b i l i t a t i o n  process 1s complete ,  a d d i t i o n a l  b e n e f i t s  i r e  

a v a i l a b l e  to the  c l a i m a n t .

The proposed law a ls o  prov ides  fo r  c l o s e r  su p e r v i s io n  and
/

o v e r s i g h t  of  a l l  aspec ts  o f  the  r e h a b i l i t a t i o n  process .

I t  1s our unders tand ing  t h a t  th e  I n t e n t  of  the new law is to

pr ov id e  f o r  the  p o s s i b i l i t y  o f  longer  per iods  of  voca t ional -  

rehab.1l i t a t i o n  where w a r r a n t e d ,  and to a t tempt  to curb perceived  

abuses 1n the c u r r e n t  system.

L i m i t a t i o n  on the D u r a t io n  of  Temporary B e n e f i t s

Under c u r r e n t  law,  t h e r e  is  no l i m i t  on the d u r a t i o n  o f  

t emporary  t o t a l  d i s a b i l i t y  b e n e f i t s  and a f i v e - y e a r  l i m i t  on 

the d u r a t i o n  o f  temporary  p a r t i a l  b e n e f i t s .

Under the proposed law,  both temporary  t o t a l  and temporary  

p a r t i a l  d i s a b i l i t y  b e n e f i t s  become s u b je c t  to a d u r a t i o n  l i m i t  

of  two y e a r s .



r-sw/is;;. ?yj$yi
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l l U a l l m m

U h

;o llBDfcCt costs
to exc lude c e r t a i n  

to  r e s t r i c t

In a d d i t i o n ,  the tone of  tKSw iih*

For example,  th e r e  1s an at tempt

to d e f in e

used by the  c l a im a n t ,  e t c .

o f  a d m i n i s t r a t o r s  o f  the work er s '  compensation program and 

co ns eq u en t l y  impact  costs  o f  th e  program.

Comments

In g e n e r a l ,  we b e l i e v e  t h a t  t,v 

wo rk e rs '  compensat ion law W|

[Syst’e i i  Changes such as the proposed
»®®“L . ______

to the Alaska

b e n e f i t  d e l i v e r ;

t h e i r  impac t .  

In a d d i t i o n , c t  adhefence to:  the  1 e t t e r  .and s p l r l  t : ,of .  t h e :/

the v o c a t i o n a l  r e h a b i l i t a t i o n  program should r e s u l t  1 n 

a d d i t i o n a l ’ e f f i c i e n c i e s .  However  ^  S - 4 mwhmh . * - «
t■ \ -'lr ‘ - -'• - 7 * rwiMHMmip , i t  r s PTC

i m H i ' M t h e  impact  o f  such changes.

We do b e l i e v e  t h a t  t h e r e  are o t h e r  aspects of thfc b i l l  t h a t  

could have n i g i o r  c o n t a i n i n g  and c o n t r o l l i n g  

w o r k e r s '  compensat ion c o s ts .  These are summarized below:

- 8 ‘



l :  The proposed change to  permanent  p a r t i a l  b e n e f i t s  represents  
• 0

i  r a d i c a l  change In  the  b e n e f i t  s t r u c t u r e .  I f  the  change 

1s Implemented,  economic i n c e n t i v e s  in the  system w i l l  

change d r a m a t i c a l l y ,  and cons eq ue nt ly ,  any cost  est imates  

are s u b j e c t  to  s u b s t a n t i a l  i n h e r e n t  v a r i a b i l i t y .  Thus, 

f rom a cost  s t a n d p o i n t , t h ' . o l . t f r . ' s ' r o p d t e d F j  

r fSpion to the permanent partial benefit structurer1s

2 .  The proposed law d r a m a t i c a l l y  changes permanent p a r t i a l  

b e n e f i t s  by i n j u r y  type, -  w i th  some i n j u r y  types r e c e iv in g  

l a r g e  b e n e f i t  cuts w h i le  o thers  r e c e i v e  l a r g e  b e n e f i t  

I n c r e a s e s .  From a cost  s t a n d p o i n t ,  i t  is n o ta b le  th a t  

the  b e n e f i t s  f o r  more se r ious  back cases are substantially 

i n c r e a s e d .  For example,  a c la im a n t  judged to be 40% 

im pa i re d  would r e c e i v e  an award o f  $9 6 ,000  under the 

proposed law,  which i s  60% above the maximum award of  

$ 6 0 ,0 0 0  p o s s i b le  under c u r r e n t  law.

3.  I t  i s  proposed t h a t  permanent p a r t i a l  b e n e f i t s  f o r  l ess  

s e r i o u s  I n j u r i e s  be computed using an ad jus tment  f a c t o r .  

This  f a c t o r  leads  to d i s c o n t i n u i t i e s  in b e n e f i t  amounts.  

For example,  a c la im a n t  judged to b

w h i l e  a c l a i m a n t  judged

, soJ.£ This

the  e x a g g e r a t i o n  o f  i n j u r i e s , ?c r e a t  

a d m i n i s t e r i n g  the program,  and increa

es d i f f i c u l t i e s  in

4.  Under p r es en t  l aw,  i t  1s our un ders tand ing  t h a t  many 

permanent  p a r t i a l  c la im a n t s  s e t t l e  wi th  a lump sum and a

- 9 -



_
*

compromise ind r e l e a s e  agreement .  Under the  proposed law,  

permanent  p a r t i a l  cases are  to be a u t o m a t i c a l l y  s e t t l e d  

w i t h  a lump sum w i t h o u t  a need f o r  a compromise and 

r e l e a s e  agreement .  under the  new law

t r t h i  of r«open1ngs.

5. Under the  proposed law;  economic i n c e n t i v e s  w i l l  change.  

For example,  p

t .  ; t . . h  p .r .,n .n t p . r t i . l  r.th.r  thin p.ra.nent totil  ?
or 1n this way, eTi^Wfcou 1 d

* '  “ “ M s - ■ ■ s * •

be o b t a i n e d .  S i m i l a r l y ,  a c la i m a n t  whose d i s a b i l i t y  

r e s u l t s  from a combina t ion o f  v o c a t io n a l  and medical  

c o n d i t i o n s  may be I n c l i n e d  to  seek a permanent t o t a l  

r a t h e r  than a permanent p a r t i a l  award s in c e ,  under the  

proposed law,  v o c a t i o n a l  ey idence is not considered f o r  

permanent  p a r t i a l  d i s a b i l i t y .

the administration of the program.

_4» H&R AflAUTSIS OF LOCAL ALASKA,DATA

This s e c t i o n  d iscusses  our a n a l y s i s  o f  data  s p e c i f i c  to  

A la s k a .  Due to i t s  c r u c i a l  impor tance ,  most o f  our an a ly s i s  

c o n c e n t r a t e d  on permanent  p a r t i a l  cases .

Data Sources

Two p r i m a r y  sources o f  d a ta  were u t i l i z e d :

2. U n i t  s t a t i s t i c a l  p lan d a ta  f o r  A las ka .

2.  I n f o r m a t i o n  from the  A laska Workers '  Compensation



• * I n f o r m a t i o n  Handl ing System (WCIHS).
• #

t

A l l  the  d a ta  was accepted f o r  a n a l y s i s  w i th ou t  au/i i t .

Avtr a-flfi-P.fi rin a nent P a rila l c u i m  pflYrcenli

E x h i b i t  1 shows the  t o t a l  average I n c u r r e d  cost  on permanent  

p a r t i a l  c la ims  as r e p o r t e d  1n th e  u n i t  s t a t i s t i c a l  repor ts  f o r  

Alaska f o r  p o l i c y  years  1979 through 19B4. As can be seen on 

the  e x h i b i t ,  dur ing  the per iod  1987 to  1984 the average cost of  

a permanent  p a r t i a l  case more. than doub led .

A f t e r  c o n s i d e r a t i o n  of  the  above and o t h e r  f a c t o r s  a f f e c t i n g  

cos t s ,  we es t i m a te  the average cost  f o r  a permanent  p a r t i a l  

case in A laska under c u r r e n t  1 aw ft p o l i c y ,

y e a r  1988.  We note t h i s  i s  s i g n i f i c a n t l y  g r e a t e r  than the 

amount o f ^ ^ H B D ^ E - b y  t h e f l ® 1" t h e i r  e v a l u a t i o n  of  

the proposed law.

Breakdown o f  Average Permanent Part ial_. .B_enef i t  Cost?

As a f i r s t  ap p r o x i m a t i o n ,  payments to permanent  p a r t i a l  c la imants  

under c u r r e n t  law can be broken down i n t o  two components:

1, Temporary d i s a b i l i t y  ( i n c l u d i n g  h e a l i n g ,  r e h a b i l i t a t i o n )

Z.  Permanent p a r t i a l  award

E x h i b i t  2 shows average temporary d i s a b i l i t y  b e n e f i t  d u r a t io n s  

f o r  i d e n t i f i e d  permanent  p a r t i a l  c la ims  in the WCIHS data  base.

As can be seen on t h i s  e x h i b i t ,  the average temporary  d i s a b i l i t y  

d u r a t i o n  f o r  i n j u r y  years  1983 and 1984 is c u r r e n t l y  about 400 

days.  S ince the average d u r a t i o n  is  l i k e l y  to In c r e a s e  u n t i l

- 1 1 -



In t h e i r  e v a l u a t i o n  o f  the  law change, the NCCI es t imates  the  

average temporary  d i s a b i l i t y  payment to be about 5328 per week.  

We e s t i m a t e  the  average temporary d i s a b i l i t y  payment on a 

permanent  p a r t i a l  c la im  to be- about $2 0 ,000  (cr 5328 x 4 2 5 / 7 ) .

We thus e s t i m a t e  the f o l l o w i n g  breakdown of  average permanent  

p a r t i a l  costs  under c u r r e n t  law:

Temporary D i s a b i l i t y  B e n e f i t s :  S20 ,000
Permanent P a r t i a l  Award: 3Qj,QQQ

T o ta l  $5 0 ,000
*

Because o f  da ta  l i m i t a t i o n s ,  we were not ab le  to  es t imate  the  

d o l l a r  amounts o f  payments to c l a i m a n t ' s  a t t o r n e y s  or to 

r e h a b i l i t a t i o n  p r o v i d e r s .  In our d i sc u s s io n  we i m p l i c i t l y  

assume t h a t  these  costs are in a d d i t i o n  to the average c la im  

cost  o f  5 5 0 ,0 0 0  above.

A t t o r n e y  Invo. lvemer.:: 1n Permanent P a r t i a l  Cases

As can be seen on E x h i b i t  2,  ap p r o x i m a te ly  30% of  a l l  permanent  

p a r t i a l  cases have some a t t o r n e y  In vo lv em en t ,  e i t h e r  on b e h a l f  

of  the  employee or  the  e m p l o y e r / 1 n s u r e r . This  percentage  

appears to  be r e l a t i v e l y  c o n s i s t e n t  from yea r  to y e a r .

Permanent p a r t i a l  cases w i t h  a t t o r n e y  Invo lvement  Inv o lv e  on

• • - 1 2 -

a l l .  0-pen c l a i m s  are s e t t l e d

on the l i k e l y  d u r a t i o n  of  temporary b e n e f i t s  under  

c u r r e n t  l aw ,  and

0 ^ [ ? 5  d t^s  f o r  p o l i c y  ye ar  1988.  This  d u r a t i o n  

g r e a t e r  than

of  the  proposed law change.  •



av.er-age 50% •• 60% more days o f  temporary d i s a b i l i t y  than does 

the ever -g 'e 'permanent  p a r t i a l  c l a i m .

R e h a b i l i t a t i o n . B e n e f i t s . a n d  Permanent P a r t i a l  Cas&i.

As can be seen on E x h i b i t  2,  based on WCIHS d a t a ,  vo ca t iona l  

r e h a b i l i t a t i o n  b e n e f i t s  are prov ided to about 25% - 30% of  a l l  

permanent  p a r t i a l  cases .

Permanent p a r t i a l  cases I n v o l v i n g  r e h a b i l i t a t i o n  i n v o lv e  on 

average 75% - 100% more days o f  temporary d i s a b i l i t y  than does 

the  a v e r a g e  permanent p a r t i a l  c la im .

Permanent P a r t i a l  ■ D i s t r i b u t i o n  bv I n j u r y

E x h i b i t  3 shows the  d i s t r i b u t i o n  of  i n j u r i e s  by body par t  

as i n d i c a t e d  by WCIHS da ta  f o r  permanent p a r t i a l  cases.  We 

note t h a t  a l though  back I n j u r i e s  account  f o r  27% o f  a l l  cases,  

they  account  f o r  57% of  a l l  cases i n v o l v i n g  a t t o r n e y s  and 47% 

of  a l l  cases i n v o l v i n g  r e h a b i l i t a t i o n .

E x h i b i t  4 p r ov id e s  a comparison of  the I n j u r y  d i s t r i b u t i o n  

i n d i c a t e d  by the  WCIHS data  and t h a t  i m p l i c i t  1n the NCCI law 

e v a l u a t i o n  f o r  permanent p a r t i a l  cases.  I t  is no ta b l e  t h a t  

the  WCIHS da ta  i n d i c a t e s  s i g n i f i c a n t l y  g r e a t e r  numbers of  back 

i n j u r i e s  1n A laska  than does the  NCCI a n a l y s i s .  S i m i l a r l y ,  

t h e r e  are  i n d i c a t i o n s  of  g r e a t e r  numbers o f  knee and shoulder  

i n j u r i e s  than a n t i c i p a t e d  1n the  NCCI a n a l y s i s .  We note t h a t  

these types  o f  i n j u r i e s  are  g e n e r a l l y  those w i t h  the p o t e n t i a l  

f o r  g r e a t l y  Inc re as ed  b e n e f i t  awards under the proposed law.

We acknowledge t h a t  d i s c r e p a n c i e s  1n the I n j u r y  d i s t r i b u t i o n
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may p a r t i a l l y  be. due to  the  problems 1n i d e n t i f y i n g  permanent  

p a r t i a l *  cases 1n the  WCIHS da ta  base.

0

E x h i b i t  5 shows the  r e l a t i v e  average  _____

b e n e f i t s  by type  o f  i n j u r y .  We note t h a t  back i n j u r i e s  have an 

average d u r a t i o n  o f  temporary b e n e f i t s  t h a t  is 60% -  80% g r e a t e r  

than av er age .

D i s t r i b u t i o n  o f  the  D ur a t io n  o f  Temporary Bene f i t s_± . d_ Permanent 
P a m - U J . ;  m n i p u

E x h i b i t  6 shows the d i s t r i b u t i o n  o f  the  l en g t h  o f  dura t ions  

of  c losed permanent  p a r t i a l  c la ims w i th  I n j u r y  dates  from 1982

through 1984.  As can be seen on t h i s  e x h i b i t ,  

H l S B n H n p ' ; v t ’S woul d be t h e ^ ^ - u n d e r - a ; ^ - ^ ; 0

the proposed law,  the  average d u r a t i o n  would
'VK- i*\ K'A.t>' .'•'AirvviCTi.V.'.Oy. ::viv£rV ' * -tv

p B M B  •

D i s t r i b u t ion o f  C la imants  bv ZIP Code

E x h i b i t  7 shows the  d i s t r i b u t i o n  of  c la im an ts  by ZIP code as 

recorded 1n the WCIHS data  base.

I t  is  n o ta b le  t h a t  o f  c la im an t s  c u r r e n t l y  r e c e i v i n g  f a t a l ,  

permanent  t o t a l ,  or temporary t o t a l  b e n e f i t s ,  appr ox i ma te ly  30% 

are r e s i d i n g  o u ts id e  of  A laska . .

Compensation I n f o r m a t i o n  Handl ing System

We were p rov ide d  w i t h  a tape o f  the  WCIHS. We understand th a t  

I t  c o n t a in s  records  o f  a l l  w o rke rs '  compensat ion claims 1n 

Alaska  beg inn ing  from January 1, 1982.

- 1 4 -



In our analysis wo built i data base consisting of permanent 
• #

partial claims. Due to limitations 1n the data base and 

difficulties associated with the Identification of the type of 

award for those claims settled with a compromise and release, 

we identified a permanent partial claim as follows:

1. A claim with a payment code PPD ( I . e . ,  scheduled  

permanent partial).

2. A claim with a payment code UPD (I.e., unscheduled  

permanent partial)

3. A c la im  w i th  a payment code MLT ( 1 . e ,  m u l t i p l e  payment)  

and a body p a r t  code 420 ( I . e . ,  Back) .

We a re  adv ised by personnel  a t  the Workers'  Compensation  

D i v i s i o n  t h a t  these c r i t e r i a  would f a i r l y  a c c u r a t e l y  i d e n t i f y  

permanent p a r t i a l  cases .

We note that the data  base descr ibe d  above co nta ine d  a b o u t ’ 800 

c la ims  for each y e a r ,  w h i l e  u n i t  s t a t i s t i c a l  da ta  i n d i c a t e s  

about 1 ,200  permanent c la ims per  y e a r .  Po ss ib le  reasons f o r  the  

d i sc r ep an c y  In counts In c lu d e  the broad d e f i n i t i o n  o f  permanent  

p a r t i a l  used In the  u n i t  s t a t i s t i c a l  p l a n ,  and the d i f f i c u l t y  

of I d e n t i f y i n g  lump sum s e t t l e m e n t s  as permanent p a r t i a l  cases.  

1n the WCIHS data  base.

5: REVIEW OF NCCI PRELIMINARY EVALUATION QF SBJ227HB352

In their preliminary evaluation of SB322/HB352 , . the NCCI 

estimated the following Impact on costs:
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T a b le  3:  NCCI P r e l i m i n a r y  E v a l u a t i o n  o f  SB322/HB352

• T vdc o f  I n j u r y % o f  loss E f f e c t

F a t a l 3 .0 -0 .4%
Permanent T o ta l 13.4 - 0 . 1
Permanent P a r t i a l 50 .2 + 3 .7
Temporary T o t a l 5.1 - 0 . 5
Medica l 28 .3

• 1 .8
D e f i n i t i o n a l  and System Changes - 4 . 0

T o t a l  Combined Impact -2 .3%

NCCI F a t a l .  Permanent T o t a l ,  and Temporary To ta l  Est imates

The NCCI es t i m a te d  cost  r e d u c t i o n s  f o r  f a t a l ,  permanent t o t a l ,  

and temporary  t o t a l  r e f l e c t  th e  impact of  the r e d u c t io n  in the  

maximum weekly  b e n e f i t  l i m i t a t i o n .  The e s s e n t i a l  steps in the  

c a l c u l a t i o n  o f  the  e s t im at e d  impact  on costs were:

(1 )  Development o f  an assumed d i s t r i b u t i o n  o f  wage l e v e l s  

using co un t ry wid e  da ta  and a d j u s t i n g  to the  ac tua l  wage 

l e v e l  1n A la s k a .

(2 )  Use o f  co unt rywide  data  to o b t a i n  assumed d i s t r i b u t i o n s  

of  the  number o f  s u r v i v o r s  1n f a t a l  cases.

(3 )  C a l c u l a t i o n  o f  t o t a l  b e n e f i t  costs under c u r r e n t  law 

and under SB322/HB352 using (1)  and ( 2 ) .

He b e l i e v e  t h i s  approach prov ide s  a reasonab le  es t i m a te  o f  the  

impact  of  th e  change in the  maximum b e n e f i t  l i m i t .  In any 

case ,  o v e r a l l  co s t  sav ings  from t h i s  change a re  so small  t h a t  

any v a r i a t i o n s  from th e  assumpt ions o f  the c a l c u l a t i o n  are  

l i k e l y  to have ve ry  l i t t l e  impact  on o v e r a l l  cost  e s t i m a t e s .



NCCI- Permanent P a r t i a l  E s t im at es  
• 9%

The NCCI e s t im a t e d  cos t  r e du c t io ns  f o r  permanent  p a r t i a l  r e f l e c t  

th e  impact  o f  changing the bas is  f o r  c a l c u l a t i n g  b e n e f i t s  from 

the  c u r r e n t  schedu led /unschedu led  method to the medical  Impairment  

method.  The e s t i m a t e  does not r e f l e c t  p o s s i b le  changes in  

t emporary  and r e h a b i l i t a t i o n  b e n e f i t s  pa id  to  permanent  p a r t i a l  

c l a i m a n t s .  These l a t t e r  changes are presumably In c luded  as 
p a r t  o f  t h e  - 4 *  " D e f i n i t i o n a l  and System Change" ad justment .

The NCCI a n a l y s i s  I n d i c a t e s  the f o l l o w i n g  changes in  permanent

p a r t i a l  award costs  f o r  d i f f e r e n t  types of- i n j u r y :

Tab le  4: NCCI Est imated Permanent P a r t i a l  Award Cost Change by
I n j u r y  Type

NCCI Est imated
I n J u r v  Type Under Cur ren t  Law ChAME—

Minor  - Scheduled - 6 9 *
Minor  - Unscheduled -65
Ma jor  - Scheduled +4
Ma jor  - Unscheduled +52

change in c o s t s ,  t h e r e  are  l a r g e  changes by type o f  i n j u r y .  /

The e s s e n t i a l  s teps in  the NCCI c a l c u l a t i o n  of  the es t imated  

impact  on costs  were:

1.  Deve lop ing  an assumed d i s t r i b u t i o n  of  "major"  I n j u r i e s  

and t h e i r  h e a l i n g  pe r io ds  using count rywide d a t a .

2.  Dev e lop ing  an assumed d i s t r i b u t i o n  o f  "minor" i n j u r i e s  

and t h e i r  h e a l i n g  p e r io ds  using count rywide  d a ta .

3.  Assuming t h a t  a l l  "major"  i n j u r i e s  r e c e i v e  37 weeks of
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* r e h a b i l i t a t i o n  w h i l e  "minor*  I n j u r i e s  r e c e i v e  more.  

4.1

5.  E s t i m a t i n g  t o t a l  b e n e f i t  costs under c u r r e n t  and proposed 

laws on the  basis  o f  I  through 4 f o r  "major" and "minor*  

I n j u r i e s  s e p a r a t e l y .

6 .  Combining the  es t im at e s  f o r  "major" and "minor" I n j u r i e s

* so t h a t  the  r e s u l t i n g  average permanent p a r t i a l  c la im  cost  

under c u r r e n t  law balances to the  es t im at e d  ac tua l  average  

permanent  p a r t i a l  c la im  cost  1n A laska .  Th is  step has 

the e f f e c t  o f  modi fy ing  the countrywide  d i s t r i b u t i o n s  to  

more c l o s e l y  r e f l e c t  ac tu a l  c o n d i t io n s  in  A las ka .

Aside from problems 1n a c t u a l l y  e s t i m a t i n g  b e n e f i t s  f o r  a 

p a r t i c u l a r  I n j u r y  under the c u r r e n t  and proposed laws,  the

1 n d 1 c a t e d ^ o s t  c h a n g e j c a l c u l  ated by the NCCI methodology  

v t r y t . M i t i v *  to  both tl>« »t'suned len g t h  of  h e a l i n g  per iod  ind  

the  assumed c u r r e n t  average permanent p a r t i a l  c la im  cos t .  The 

f o l l o w i n g  t a b l e  I l l u s t r a t e s  t h i s  s e n s i t i v i t y :

Ta b le  5: In c r e a s e  1n Permanent P a r t i a l  Costs I n d i c a t e d  by NCCI 
Methodology Under Var ious Assumptions

Assumed Cur ren t  
Average Cla im

U l X _______________________

3 8 , 0 0 0 *

45 .0 0 0

55 .0 0 0

Assumed Average Hea l ing  Per iods
■raoe 
2 E S

+ 6 . 5 %  

+ 10 .9  

+ 15 .5

+3.7%*  

+8 .3  

+ 13 .0

+ 1.4% 

6.1 

+ 10.8

T 7 ( * )  U t i l i z e d  by NCCI in t h e i r  p r e l i m i n a r y  e v a l u a t i o n  of  
S B 3 2 2 / H B3 5 2.
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\
The’ average c la im  cost  and h e a l i n g  pe r io d  assumpt ions are  

c l o s e l y  r e l a t e d  to  the d i s t r i b u t i o n  of  c la ims by i n j u r y  type.  

Thus,  the s e n s i t i v i t y  1n the NCCI methodology l a r g e l y  r es u l t s  

f rom the f a c t  t h a t  the  new law produces r a d i c a l l y  d i f f e r e n t  

•cost changes depending on the  type o f  i n j u r y .

Our a n a l y s i s  o f  data  from the Alaska Workers '  Compensation 

I n f o r m a t i o n  Handl ing System (WCIHS) and from the  u n i t  s t a t i s t i c a l  

r e p o r t s  f o r  A laska  enabled us to  examine i f  and how the  key 

assumpt ions 1n the  NCCI a n a l y s i s  concern ing permanent p a r t i a l  

cases d i f f e r  from the ac tua l  ■ s i t u a t i o n  in A la s ka .  In p a r t i c u l a r ,

a permanent p a r t i a l  

case,  the average h e a l in g  p e r i o d ,  and the d i s t r i b u t i o n  of  

I n j u r i e s  £8
i

a n a l y s i s ,  and p o i n t  to the conc lus ion  t h a t  th e L ™
HjHI

understitei the 11 ieTJ' Xiffii’et of the proposed law on permanent

p a r t i a l  cases .

We e s t im a t e  a l i k e l y  In c re as e  of  11% In s te ad  o f  3.7%,  by using 

the  NCCI method and a $5 0 ,000  average c la im  assumpt ion.  We 

u t i l i z e d  $5 0 ,000  r a t h e r  than a h ig he r  va lue  i n d i c a t e d  by the  

data  1n o rd e r  to ju d g m e n ta l l y  recogn ize  the p e r c e p t io n  t h a t  

many c la ims w i th  low Impai rment  r a t i n g s  c u r r e n t l y  re ce iv e  l a rge  

awards.  Had we used a h ig he r  v a lu e ,  a h i g h e r  cos t  I n d i c a t i o n  

would have r e s u l t e d .  Thus,  w i t h o u t  c o n s i d e r in g  any changes 

except  the  proposed r e v i s i o n  to  the  c a l c u l a t i o n  o f  permanent  

p a r t i a l  awards,  we e s t i m a te  the  f o l l o w i n g  impact  on average  

c o s ts :



. .  '  ' ' ................................................................
r

■r?-3T

Current  ^ ' p r o p o s e d

Temporary Disability: 

Permanent Partial Award: 

Total

$ 2 0 , 0 0 0

30.000

$50,000

$ 20,000 

3 U M  +18%

$55,500 +11%

Hence, we estimate the] 

at

desired h

•tial /

temporary benefits). If 1t were 

1n award costs, the

proposed maximum for permanent partial awards should be

In t h e i r  p r e l i m i n a r y  a n a l y s i s ,  the NCCI d id not  e x p l i c i t l y  

cons ider  the impact o f  the  proposed l i m i t  of  two years  on 

temporary d i s a b i l i t y  payments.  As discussed e a r l i e r ,  we 

e s t im at e  t h a t  t h i s  l i m i t ,  s t r i c t l y  a p p l i e d ,  would reduce  

t emporary t o t a l  d i s a b i l i t y  payments to  permanent p a r t i a l  

c la im an t s  in the  WCIHS da ta  base by 22%.

A d d i t i o n a l  f a c t o r s  t h a t  may a f f e c t  the costs o f  permanent  

p a r t i a l • cases i n c l u d e :

1. A t t o r n e y  Involvement  Under the c u r r e n t  law, about 30% of  

cases i n v o l v e  a t t o r n e y s .  | | | | | | | ? w h i c h  bases 

d e t e r m i n a t i o n s  of  d i s a b i l i t y  s t r i c t l y  on medical  ev idence,

J j p d u e  to inc reased  p o t e n t i a l  f o r

reopenings.

_ J .  Rehabl l  i t a t i o n  The r j j

However,  these sj 

•20'

-  < •+ i
1 I  A I  I nyaiJi viun Ai*«liAliCI<



3 . A d m i n i s t r a t i o n  T h e

s i end th e  exten t

to which s t r i c t  Adherence to i t s  t ime l i m i t s ,  d e f i n i t i o n s

e t c .  e re  p o s s i b l e .

4 .  U n i t  S t e t i s t i c e l  Mon D e f i n i t i o n  As noted e a r l i e r ,  not  

e l l  coses c l a s s i f i e d  1n u n i t  s t a t i s t i c a l  r e p o r t s  os 

permanent p a r t i a l  In v o l v e  permanent p a r t i a l  awards,  and 

a l s o ,  loss  amounts In c lu d e  c e r t a i n  a t t o r n e y  fees  and 

payments to r e h a b i l i t a t i o n  p r o v i d e r s ,  e t c .  Th is  f a c t  1s 

I m p l i c i t l y  recogn ized  1n our s e l e c t i o n  o f  an average  

c la im cos t  o f  35 0 ,0 00  r a t h e r  than h i g h e r  va lues in d ic a te d  

by the d a t 3 .

Consider ing these and o th er  f a c t o r s ,
rr-iTW\ n t i 11law w i l l  decrease temporary  b e n e f i t  costs  f o r  permanent p a r t i a l

c la ims by 2 0 * .  To summarize,  we e s t i m a t e  the f o l l o w i n g  o v e r a l l
  *

impact on average permanent p a r t i a l  c o s t s :

 L a w : ________
t u r r e n  t Proposec

Temporary D i s a b i l i t y :  

Permanent P a r t i a l  Award:  

Tota l

320 .000  

3 0 . OOP

35 0 .0 00

$1 6 ,0 00  

351 , 500

- 2 0 % 

+ 18% 

+ 3%

We note t h a t  1 f  the  maximum permanent p a r t i a l  award amount were 

reduced to $2 00 ,0 00  so t h a t  t h e r e  was no net  I n d i c a t e d  Inc rease  

1n the cost  o f  permanent p a r t i a l  awards,  t h e r e  would be a net  

I n d i c a t e d  decrease 1n permanent p a r t i a l  costs  o f  about  8%.
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NCCI D e f i n i t i o n a l  and System Change Est imates

In t h e i r  p r e l i m i n a r y  e v a l u a t i o n ,  the  NCCI inc luded  an adjustment  

o f  -4% to account  f o r  aspec ts  o f  the  proposed law not  e x p l i c i t l y  

e v a l u a t e d .  We understand th e  -4% was s e l e c t e d  by judgment .

Using data  f rom th e  WCIHS, we were ab le  to  p rov ide  some 

q u a n t i t a t i v e  measure o f  the  Impact  on the p r o v i s i o n s  o f  the new 

law r e l a t i n g  to  c la im a n t s  l i v i n g  out  o f  s t a t e .

C la imants  L i v i n g  Out o f  S ta te

As discussed e a r l i e r ,  based on the d i s t r i b u t i o n  of  c l a i m a n t ' s  

ZIP codes 1n th e  UCIHS data  base,  approximately^  

now

We I t a l l y  e s t i m a t e  t h a t  b e n e f i t s  f o r  .out'- of" s.tat | f  cl  a'ima.nt s

.d u c t d  b y i ^ U f n d e r  the  propored law and t h a t  20% of  a l l
_  j g w B M w
"c la imants are  a f f e c t e d .  Th is  im p l ie d  a 5% (■ ?0% x . 25 )  redu c t ion  

1n temporary  t o t a l ,  f a t a l ,  and permanent t o t a l  b e n e f i t  costs .

The I oh t h a t  2 0 *  o f  cl  ai  mants w i l T  r e c e i  ve : red lie e d' benefit's;^1 1 1 1 1 i ii i ii

_  H P *  I n d i c a t e d  by the. WCIHS da ta  Is to recognize

t h a t  1 f  the  new law 1s implemented,  the percen tage  o f  out of  s t a t e  

c la im a n t s  1s l i k e l y  . to drop as c la im a n t s  lose  an i n c e n t i v e  to  

l e a v e  A la s k a .

6: HiR ESTIMATED COST IMPACT Or SB322/HB312

We e s t l n e t e  th e  f o l l o w i n g  Inspect on c o s ts :



»
• Perma­

Penaanent  
P a r t i a l  . Temp-• ••• •

• ’ 0
A: Cost Under Cur ren t  

Law
Li111  

3 .  OX

nent
I t t l i L .

13.4%

lemp-
£T.i ry. 

20.1%

o r a r y  
Award T o ta l

30.1% 5.1%
MS.4ifi.Ll

28.3%

Award 1 .000 1 .000 1.000 1 .180 1 .000 1.000

C: Weekly B e n e f i t  
Maximum 0 .9 96 0 .9 99 0 .950 1 .000 0 .9 95 1 .000

D: Out o f  S t a t e  
Cla lmants 0 .9 50 0 . 9 50 1 .000 1 .0 00 0 .9 5 0 1 .000

E: D u r a t i o n  o f  Temp­
o r a r y  B e n e f i t s ■LJB99 1 .000 0 .800 1.0QQ

oo

JLfi.09

F: O v e r a l l  Impact  
(AxBxCxD) o. ♦ <x> o» 0 , 949 0 . 76 0 1 .18 0 .9 4b 1 .000

G: Cost Under Proposed
Law ( AxF) 2.8% 12.7% 15.3% 35.5% 4.8% 28.3%

✓ c /
iU *‘J

We thus b e l i e v e  the  proposed law 1s l i k e l y  to  have l i t t l e  o v e r a l l ,  

impact  on t o t a l  co s ts .  We note the  f o l l o w i n g :

w e r e

1 we e s t im a t e  t h e r e  would l i k e l y  be 

l i t t l e  o v e r a l l  change 1n permanent p a r t i a l  award costs  

from pr e s e n t  l e v e l s ,  a n d c o i i i ’;'Sf the  program

2. We b e l i e v e  we have i m p l i c i t l y  f a c t o r e d  i n t o  our es t imates  

a l l  aspec ts  o f  SB322/HB352 I d e n t i f i e d  e a r l i e r  as Impact ing  

c o s t s .

3.  The e s t im a t e s  above a n t i c i p a t e  s t r i c t  adherence to the  

prov lsons  o f  SB322/HB352.

4.  We again  s t r e s s  t h a t
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our p r o j e c t i o n s  e x i s t .

5.  I t  must be recogn ized  t h a t

compensat ion cos ts ,  and t h a t  

pre sented

from es t imates
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1.144

1.054
1.012

wrayti-

•tivti
1.405
1.670

1.154
1.545

1.101
1.104

1.075
1.075

• (11 (2) (31 (4) (5)

Mri;> EitiMtid

l«> SltiiitH CatiMtri f«tor t» btiutri
Ueurrid Factor to Avtrif* hrtloy Ultinti
At felt Nnlop Low it In* Frw ftmift

Policy Ate (fit Lots to Kiport 5 Prjert 5 Lni
Ytir A»?srt Mport 5 (1) i (2) to UltlMtl (3) s (4)

1771 21,171 1.000 21,111 1.100 24,010
m o 27,0*7 1.000 27,01! 1.100 21,778

m i 27,644 1.075 52,127 M O O 55,340

17*2 53,747 1.114 31(712 M O O 45,1*0
m 3 32,441 1.545 43,112 M O O 46,303

1714 24,470 1.170 44,444 M O O 51,330
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• a 
a

• B  
S  
B
a
B  '
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ClalM llll
Mtwaat

Clataa MU 
tottotlilatlcQ

441
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1,444
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Clala m Ctrla 111 O ail m tiala ii* Qua ir»
Caaai tarallta Caaat taritlN Caaat tar *11 a* Caaat tvatiaa

1
! I B

1 4 » 4 1 1 1 9 I I
1 I 1 1 1 4 4 I l 1
1 4 1 1 41 11,447 1 i l r
4 1 4 I JO 43,714 1 i l i
4 1,01 4 4 4 1 1 4 I i

11 11,911 1 1 1 1 4 1 I t
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Fi2•» INJURY 
* Data) . • 02/09/ IB 20«54s37
Tit 1 *1 Alaakc Nork*r* Coopanaation

' Dlatr'iBution *4 Paroanant Part ial  Cla i i *  By Injund Body Port 
Data Fro» Th* Alaska Norkars Ceipanaation Information Handling iy i t ia  
(January 19B6)

• Total C a m Caaaa
Body Nu*btr Involving . Involving Behadulad
Part Of Ctatt Attornaya Rihab AuardB

Othar 105 15 14 90
Car* 4 2 0 4
Eyaa 55 5 4 52
H»ad 24 7 G 11
Nick 22 • 11 10
Hand 242 30 50 250

Finaira 545 33 19 540
A n 190 37 40 171

Back 997 5B4 453 145
Othtr Trunk 217 SB 41 163

Foot 222 30 37 213
Toil 50 3 2 29
Lag 462 US 141 442

Hal t i p i • 297 100 112 231
mmmm» —

Totali 3,474 1,027 954 2,427



FiJ*i Z’MJfJRY •
Dattt , 0 2 /0V//BB ' 20i54t!J?

Tltltt Conptriton of Tht Di»tribut;lon of
ftraantnt Partial Injuritt lly Body Part 
In Tht Alauka Worktra Coaptimtien Information 
Handlinj Syttto Ant That I»|»licity Uatt By Tht 
NCCI In Thnir Preliminary gvaluatton Of IB522/KB332.

Doty
f a r t  NCIHi NCCI

«»*.!»• ••••••

Othtr 31 4X
Ear* OX II
i y a t  ‘ IX IK
Htad IX 2'I

Ntck IX H
Hand 7 X . 1CX

Fin$tr» 35Z 2SX .
Art 5X «X

Back 27X 22X

Othtr Trunk AX IX
Foot AX AX
Tott IX 2X

i r - U l » i * * A M  6 f P I B t K R ? O 0 K »  I M G .  h .j. ■ —  C O N O U L T I N O  A

~ --------------------  _i„:u _flKLH LL PC : t1 I B-S i fI 8 3 d



Titlot AlatU Vtrktri Cat* tout i a* Fraiumt Partial
Nta Frta UaAi k r k m  topmatiM lafarwtiM Haadli>| lyttaa

Mvuury ifCtl
tolatlva forttitoi tf Hfftrtot Injuriaa Far lit* liability Eatad 

tiokai tvratiaoa art it day».'

Iitat 02 m /»  20)33)02

(1) (2)

Iajry M r
1w Part
•—

12 Ottor

12 Cart

12 £yw

12 Htt.d

12 lack

12 M/uil

92 FUf/trt

12 Art

12 lack

12 Other Trunk

12 Foot

12 Ton

12 l*t

82 Multiple

Total i

81 Other

S3 Can

13 Eytt

13 Httd

13 lack

83 Hand

13 Fitful

13 Art

13 lack

13 Dtbtr Trunk

13 Foot

13 Tott
13 l»8
13 Mtlflt

Tetah

(31 (41

Total

Cilia TTB
Cotnt hratiea

14 4,244

2 IT

12 1,552

5 3,344

4 2,314

M ' 13,641

JIT 10,271

42 T.30T

IBB 104,734

53 15,149

47 7,492

4 231

141 34,074

11 37,174

773 231,274

24 2,041

0 0
14 1,414

3 2,044

4 3,412

51 7,414

97 11,045

41 10,713

14! 111,574

31 15,671

4! 14,445

12 777

122 32,323

41 34,343

724 241,042

«) l«

Ararat*
T»

k t t i M  lalalivity
W1/C3) (3>/IpU1 <5)

303 433

10 33

124 401

441 2031

341 1221
240 141

18 271

222 481

341 1751

300 421

144 501

43 141

244 751

4a 1441

323

13 251
• « •U

101 241

440 2011
510 1441

135 451

114 331

241 741

341 1441

412 1201
W 17!

‘ 45 141

245 771

505 1471

343
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Htn 02/M/M 20i53i0?
Title! Aluki (torktri C w p m i U *  NfHwnk ftriiil

!tti Fro* Aluki farktfi CiiFMittlw l M m t i v  !Ufldli*| lyit»» 

(Ovuury 1481]
KaliUvt taratlm of liHirwt Injuritt F*r Hit* Mwkility U M  

fatai loritioni r» In diya.

• iw.i i «
P*0 * 2  of 4

(1) (2) (3) (4) (51 (4)

. Air*r«f»
Total TTD

injury M y Cl lit TTP •ItritlDfl ftflitlvlty

Ywr fart Cewt hritl* (41/(3) (51/Totil (5)

14 Otter 2! 3,Ml 173 441

14 Ein 1 9 0 01
84 Eye* 7 2,224 311 411

W Held 5 2,272 454 1241

14 feck 3 2U »4 251

14 Hind 4! 4,471 203 Sit

14 Fioftri IM 10,100 100 211
14 Or* 27 1,544 317 401

84 lick 144 114,434 403 1721

14 Other Trunk 54 20,478 374 ion

04 Feet 41 11,348 277 741

04 Ton fi 754 45 271

04 I*? 144 31,148 245 751

04 . Rid tl pi l 54 23,078 <44 1321

Tot ill 722 253,424 351

15 Other 21 1,110 04 301

05 Etri 3 137 44 141

05 Eye* fi 1,437 205 721

05 Heed 3 312 171 401

05 Mtck 1 714 714 2511

05 Hind 57 10,442 184 451

05 Fiiftn 106 11,405 108 381

05 hr* 34 11,100 285 1001
15 lick ISO 14,044 443 1421

05 Other Trunk 33 10,511 314 1121
IS Foot 40 12,074 252 Kl

05 Tm i 4 474 114 421

05 Uf 120 28,575 238 141

03 Hultip't 30 14,044 341 13Ti

. Tot ill US 1*4,573 285

~  *  t t C

BN.  IN C. C O W D U U T I N E  A C T U A N I l *



Titin Alatka Korkri Caaf*mti*e fr»*n*nt Partial
OaU Fra* Alette N r k n  Coopmitiao J«(or*atle* HaiNUnj lyitM 
(January 198W
talati** hritiwi M  liKvnt IftJariM F«r Nit I Biaakility f i W  

Notti Duration* *r.* lo Nay*,

(1) a> (3) (4) (5) 14)

Array*
Total TT9

IhJ»ry M y Cilia TT» laritloe Kalitirity

Veer Pert Count Iritin (41/(3) (5)/Totll (5)

U Dtfcr 15 M 4 a

14 Ear* 9 9 — —

14 Eyn 1 470 59 311

14 f*#d 3 84 21 111
84 NtCk 2 405 303 195!
84 Hand 27 • 3,610 141 911
64 FiDyn II 5,424 42 401

84 Ni it 3,143 144 1071
84 lick 109 30,514 281 1111
84 Otfc*r Trmk 13 3,137 241 1551

84 Foot 17 1,944 114 741

14 Tm i 2 143 82 531
84 L*l 42 4,573 104 461
84 Multi pit 7 1,444 209 1351

Total i 372 57,415 155

87 Other 1 0 0 01
17 Ein 0 d m m —

17 Ey*i 2 134 47 991

87 Heed 1 121 121 1711

17 Sack 0 0 — —

87 Hand 2 52 24 » 1
87 Fi»f*r» 33 1,116 55 811

87 hr* 4 204 51 751

17 lick 13 1,272 98 1441

17 Othrr Trunk 2 19 45 441

87 Foot 2 IM 55 111
87 Ton 0 0 ' m m
87 L»1 10 149 87 1281

87 Hultipl* 1 157 157. 2311

Total i 71 4,825 48
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JUlativa Btritioas af WHarant Injuria* Far Kith Biaakiiity Endtd 

Mot•> feutiOM ara in diyi.

(1) (2) (J)

Injary M y CUia
VHr Part Caant

12-17 Bttwr 44
12-17 Eiri 4
62-87 Eyai 51
12-17 Mold 20
12-17 Mock 11
82-67 Kind 240
12-17 Fiftfffi 550
82-87 *ri 172
62*17 lick 194
62*67 Othtr Trunk 193
12-87 Foot 204
62-17 To*i 30
62-67 lag 404
62-67 Multipli 247

Tot ill 3,327

(4) (5) (4)

kvrift

Total 
TIB • 

Nratiae

TT6
Ivition ftalitivity
44)/(3) (5)/Total (51

11,105 123 411

154 24 91
7,431 144 481
6,342 416 1381

7,455 414 1371

47,902 ' 200 441
50,649 92 301
43,058 250 031
454,144 510 1491

45,785 341 1131
47,612 234 771

2,424 81 271
142,414 235 711
112,964 457 1311

1,004,630 302
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* OuritI an if Tttperary Mirfitt bciinf iry Clalaanta 
InjrH'lR 1912-04 M» m  Disunity U  Non U M .
Oata frm  TM Alaska ierkeri CaapaiiatiM l<*far*aUo« Mw41i»| lyalv* 
Unwary 1918)

p m i W T l W  Of IMS Eft Of CUIRMTI IT MftATIM OF TDWAARY KKFJT8 

NvUar of Yaara Taaparary iMafits Pail
Injury
for 0-1 1-2 2-3 >3 Total

m 537 120 52 44 773
■in: 522 101 10 51 724
1 tf4 405 .112 54 5? 722

1574 333 158 154 2,219

ACTUAL TOTAL WAATJW OF TEMPORARY |E#FJT5

Nuabrr of fori Ttapcrary kaafiti Paid

0-1 1-2 2-3 >3 Total

1912 *4,712 40,425 45,512 78,427 251,274
i»i5 42,575 53,273 43,508 18,444 248,042

m 53, 347 57,542 50,087 90,453 253,429

102,454 173,440 13^107 257,744 752,947

ACTUAL TOTAL DDftATlOM OF TEAPOAAftY IEXEFIT8 LIKIHO TO TW YEARS PER CLAIAA4

Nuabar of Vairs Taaporiry Janafiti Pail

0-1 1-2 2-3 >3 Tatal

1982 44,712 00,425 37,940 32,120 197,417
1983 42,595 53,273 34,500 37,230 119,598
1984 53,347 59,542 40,NO 43,070 194,839

182,454 173,440 118,340 112,420 $83,154

IMPACT Of TOO YEAR LIMITATION

NuUtr »f lain Ta^orary Imilti Paid

0-1 1-2 2-1 >3 Total

1982 1001 1001 Cl 411 791

1983 toot 1001 Ml 421 741
1914 1001 1001 ' EX 481 711

• ' 1001 1001 EX 441 711
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Distribution o i Claiaanta’ 2IP Codot
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<W *l (2) (3)

Optn*

(4) (S)

ZIP P t r aa n t nt T t a p o r a r y To t a l D i s t r i b u t i o n
Codi Fat a l To t a l To t a l U H < 2 ) * < 3 ) o f  (4)

m » m m  m m ■ • • t • « 1 1 1 •

A l a s k a 45 11 BB4 942 49X
9 21 3 234 240 19X
6 4 1 49 34 4X
7 S 2 34 42 3X
4 0 0 4 4 ox
5 0 1 33 34 2X
4 3 0 7 10 IX
S 1 0 11 12 IX

2 2 1 4 7 IX
i 1 • 0 4 5 ox
0 0 0 3 3 ox

To t a l  1 

Ketcs *

100

Optn • D i i a b i 1i t y

19

not t n d t d .

1 . 2 7 3 1 . 392
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February 19, 1988

Mr. Paul Roller 
ALASKA DIVISION OF INSURANCE 
3601 "C" Street. Suite 722 
Anchorage, Alaska 99503

RE: MODIFIED PERMANENT PARTIAL DISABILITY AWARD SCHEDULE 

Dear Paul:

M&R was requested by the Division of Insurance to test 
alternatives to the permanent partial disability award schedule 
contained in draft bills HB352 and SB322. Attached is One such 
alternative with the following characteristics:

1. We estimate that the attached schedule will develop 
approximately the same total dollars of permanent partial 
awards as the current Alas.ka workers' compensation law,

2. Combined with all other aspects of HB352 and SB322, we 
estimate that incorporation of the attached alternative 
schedule will result in an overall cost reduction of 
a p p r o x i m a t e  Tv .6%,

3. The proposed schedule is designed to smooth the award 
"adjustment factors" such that the factor becomes 1.000 
at a 50% impairment rating. The awards begin to exceed 
those available under the current law at a 33% impairment 
rating.

4. The M&R cost estimate associated with this table assumes 
that the "whole man" value is maintained at $240,000.

•b e v a lu a te d  ar ' *p j p w -  • -

We emphasize that the cost estimates presented herein reflect 
only M&R's evaluation. We do not know to what extent the NCCI 
evaluation may differ from our own.

ALBAN * - A T lA N TA  • CH ICA G O  ■ O A L U J  • D EN V ER  ‘ M ARTrORO - H O USTON  - INOlANAROLIB • L O B A N O E L E *  • MILW AUKEE • M lNNEAROLIB 
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Mr. Paul Roller . -2- February 19, 1988
t

Please contact me if you have any questions.

Best regards,

rfludl Jt'cjl/U l . L t L j

Michael A. McMurray

M A M :cap 
Enelosure

cc: Mark Crawshaw

M I I  LI H A N  *  « O B C R T B D N ,  I NC. '

__ ____

; J :v S  j jV t j .

- C O N S U L T  I N O  A C T U A R I K I -

 ’   : .-.j. . :_—  ... r. Li___________
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Exhibit 1

Degree of 
Actual 

Impairment
Adjustment

Factor -

Degree of 
Actual 

Impairment
Adjustment 
.Factcr

0% 0.000 26% 0.620
. 1 0.000 27 0.640

2 0.000 28 0 . 66 0
3 0.000 29 0.680
4 0.000 30 0.700

5 0.000 31 0.720
6 0.060 32 0.740

7 0.120 33 0.760
S 0.180 34 0.760
9 0,240 35 o,8qo

10 0.300 36 0.820
11 0.320 37 0.840
12 0.340 38 0.860
13 0.360 39 0.880
14 0.380 40 o.9do
15 0.400 41 0.9110l
16 0.420 42 0.920

17 0.440 43 0.930
18 0.460 44 0.9410
19 0.480 45 0.950
20 0.500 46 0.9610{
21 0.520 47 0.970
22 0.540 48 0.980

23 0.560 49 . . 0,9SjO

24 0.580 50% or greater l.oao

25 0.600 ;j
j

■ '!

’■ V j-..
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Hr. Pavl Roller 
ALASKA DIVISION OF INSURANCC 
,1601 "C" Street, Suite 111 
Anchorage, Alaska 99503

RFt HOOIFIfc'P PERMANENT PARTIAL 0 1 SAB I !. Tf V AWARD Lchf.U'Ji. i'.

.V *> ti ' " 1, as reque$ I,ed by the Di v i s i on e f / esu r anc■■: i o I <: \ i 
<■1 * erriflt! ves to the iK-rroJinent part i a1 c* • s«bi i : t v av•?.■'■ d vrtndui *:• 
contained in draft bills H835Z and SB3?2, Atl.sch-ui 
a', t or nut I vs with the following characteristics:

;• j; .* tie 11

fi;>We es \ i maI e tha t the a t ta r . i »*•• d f.ch6du 1 e vii I ) da\ . , 
approx imate ly  the same t o t a l  d o l l a r s  o f  perm orient jr?H. is!  
awards as the c u r r e n t  Alas.ka wo rkers '  comp'ri ;  - i t ion law.

Ccm b ined  w i th  a l l  c t h e r  asp «r t •= nv HB36<: ?.nci C f  311 r., v •:• 
ost ima t o thf.t i ncoi por at i on of ti.e a 1: ta<: ited h ! 1;; rnit t i v«» 
s c h e d u l e  w i l l  r e s u l t  in  itp o v e r a l l  $,c r c / d u r . t i e r )  t»l

The p r ep o se  d s c h fe d o l e  is  u e > i q tv e c • o :> m o o i: h 1 h a • n w ?»r >;
” adjustment  f a c t o r s "  such th a t  the f a c t o r  be conies 1.00'.) 
at  a. 50% impai rment  r«11ny.  Ihe awards begin to o;;car:i 
those a v a i l a b l e  under the c u r r e n t  law at a'o'Sf imp.urmtnt
r 1 i ng

The H.th cost estimate asset:! at ed with i iris’ table assumjs 
X h ?. t the " whole man" value i s ma i n ta i ned a I i  I  '10,0o0 .

il&R has also evalusted an alternative schedule dfivelupod bv 
v i d Got 15 1 e 1 n . This tab) e is si m i 1 a r to t h a i t ,r c h c-d ; 

however, the "adjustment factor" reaches 1.000 at a 35%

i lap a 1 rune nl r a t i n g .  We estimate* t ha t  t h i s  a l t e rn a t i v e ,  would 
r * s nit i ri a 14 % 1 n c r s a!<ue in permanent p a r t i a l  awards. 
w U b  a l l  o t h e r  a s p e c t s  o f  Hf*35£ and SBdZZ, wo e s t i m a t e  that 
ii*.is a l t e r n a t i v e  s c h e d u l e  would  r e s u l t  in an , nvh>*a11 c<̂ .st

Combi oeI

We emphasize that the cost estimates presented heroin reflect 
only M & R 's evaluation. Wo do not know to what oxtsnt the NCCI 
evaluation may differ from our uwn.
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f tr . Paul R o 11 s r -2* February 19, IS

P'iease, contact me If you have any questions,

r t}(j s .

- . a » ]'■»y i ; . •*> i | /

Michael A. HeHurray

HAM:cap 
Ii n ;• t o s u re

c;. Mark Craws haw

■ vt,. .. w
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January 29, 1988

The Honorable John George 
Director of Insurance, 
STATE OF ALASKA 
Department of Commerce 
and Economic Development 

Division of Insurance 
State Office Building,
9th Floor, Pouch ''D" 
Juneau, Alaska 99811

Dear Director George: •

This letter discusses our progress so far on our assignment.
Please understand these conclusions represent very preliminary 
findings, and that we are continuing our analysis. We have

received the National Council on Compensation Insurance 
(NCCI) evaluation of the proposed law change and so have no 
comments on this evaluation.

We have the following observations regarding the factors
underlying the recent rate increases and our Initial assessment
of the cost saving potential of the proposed amendments to the 
Alaska workers' compensation law.

Recent Rate Le_y.e1 Increases

Using the NCCI rate filing dated October 16, 1987 as our data 
source, we have Identified two primary reasons for the most 
recent rate Increase:

1, Medical cost trends.

ii. Increasing loss development factors for indemnity.

The assumed annual increase in the medical cost component of 
the workers' compensation rates was about 8% in the last rate 
filing. This appears to be supported by actual experience. We 
also note that the medical component of the CPI for Anchorage 
increased by about 12% per annum between m 1d-1985 and mid- 1987. 
Thus, while the medical trend 1s causing workers' compensation 
costs to increase substantially, the magnitude is not surprising.

A L B A N Y *  A T L A N T A - C H 1 C A G 0 - D A L L A S - D E N V C H - H A A T r O R P - H O U S T O N * I N D I A N A P O li5 - l 0 6  A N Q & L E S - M I L W A U K E E - M I N N E A P O L I S  
N E W  Y 0 R K - O M A H A * P H I L > Q e L P H ' A * P H 0 C N I X - r > 0 n T L A N 0 * S T .  L O U ' S ' S A N  r AANr.l8CO * «£ ATT L E - W A S H I N O T O N ,  OC.

c o m p l i e s  

fcLCCW •  WQ032W IN TNE UNiTEO KING KM 
ICK i*  aiRTNEfl* m  IN CANADA
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Of greater significance are the loss development factor? for 
the indemnity cost component, By loss development factors, we 
mean the amount the cumulative paid indemnity benefits (including 
plaintiffs attorney's fees and vocational rehabilitation expenses) 
increase as each policy year ages.

Relative to the factors used to generate the rates effective 
January 1, 19S7, the paid indemnity development factors for the
January 1, 1988 rates are higher. Since indemnity accounts 
for about 64% (see below) of the total Alaska benefit costs, 
this change added approximately 13% to the indicated rate level.

A cursgry review of the underlying loss development data 
specific to Alaska does Indicate that this Increase in the 
Indemnity development factors was warranted.

In order to Identify reasons for the deterioration in indemnity 
loss development, we have analyzed claim count and severity data 
by injury type. This analysis indicated a significant increase 
in the relative frequency of major permanent partial cases 
beginning in policy year 1982, This increase appears to affect 
all Industry groups. There are also Indications of large 
Increases in average payments to major permanent partial 
claimants and to claimants between the time of injury and time 
of award,

P-O-tan.tUl to .Reduce Costs

In its rate filing, the NCCI provided the following breakdown of 
benefit costs:

Fatal 4%
Permanent Total 8
Major Permanent Part 1al 41
Minor Permanent Parti al 4
Temporary Total 7
Medical _!£_

Total 100%

As discussed earlier, only the major permanent partial injury 
category 1s experiencing unusual developments of a significant 
magnitude. Therefore, this category of workers' compensation 
costs appears to be the one area that must be addressed if 
overall costs are to be reduced or contained while leaving the 
benefit structure substantially intact, If, for example, major 
permanent partial costs could be reduced 25%, a rate level 
decrease of 10% would be Indicated.

In our opinion, the proposed changes 1n the law that were sent 
to us by the Division of Workers' Compensation do offer some 
possibility of reducing costs in this area.

Specifically, the time limitations of temporary benefits may 
encourage tne earlier awarding of permanent partial awards and 
consequent reduction In temporary benefits, The rehabilitation 
process may also have contributed to the indicated increase in

M I L U M A N  & R0BERT9QN, INC. CONSULTING ACTUARIES
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temporary benefits preceding an award. If this 1s so. the new 
rules regarding rehabilitation may be beneficial. Both of the 
above will impact claim severity and we believe may be subject 
to quantification.

The proposed law does not appear to directly address the problem 
of the frequency of major permanent partial cases. It would 
seem likely that at least some of the recent Increase 1n 
frequency may be duo to Increased liberalization of benefit 
entitlement standards. It 1s possible that the tone of the new 
law may encourage a change of attitude in the system and reduce 
the number of future awards. At this time, we do not believe 
it Is possible to quantify this possible effect.

Despite the cost saving potential previously discussed, we are 
very concerned that the new law may actually increase major 
permanent partial costs. Specifically, the new higher maximum 
on permanent partial benefits and the proposal for benefits to 
be payable in a lump sum appear to make these benefits more 
attractive to claimants, and thus have the potential to further 
increase frequency and severity.

We are also concerned that the Incremental adjustment factors 
used to compute benefits may lead to "impairment rating 
inflation" and increases 1n minor permanent partial costs. For 
example, a claimant judged 10% impaired will receive $4,800 
(- $240,000 x 0.1 x 0.2], while a claimant judged 11% impaired 
will receive $10,560 (- $240,000 x 0.11 x 0.4).

The new law may result in some savings of medical costs.
However, due to external economic pressures, short of radical 
revision to benefit entitlements, wo believe savings 1n this 
area will be difficult to sustain 1n the long run.

The proposed maximum of $700 per week on benefits can, of 
course, be expected to reduce costs of fatal, permanent total, 
and temporary total benefits, However, since these benefits 
account for only about 20% of total benefit costs, the potential 
for really significant savings is limited. There are other 
aspects of the law, for example, the rules relating to out-of- 
state claimants, which may have a beneficial effect. However, 
again we would not expect these changes to have a major impact 
on overall costs of the program.

In summary, the proposed law amendments m?v have a beneficial 
impact on the some aspects of the Alaska workers' compensation 
system. However, we are not yet convinced that the proposed 
law will result in significant overall cost reductions and are 
concerned that 1t may even Increase costs. We are attempting 
to at least partially quantify the Impact on costs.

We are not yet sure that the current NCCI promulgated rate 
levels fully reflect the increased frequency of major permanent 
partial awards under the existing law. If this is true, there 
will be further upward rate level indications necessary in the 
future just to bring the rating structure in line with the 
current Alaska workers' compensation law.

Vie hope that these preliminary observations are useful to you.

■MILUMAN & R QBE RTBON,  INC.- ■CONSULTINO ACTUARIES'

• W a v . ; ; , j '&<•••. ....



Honorable John George - 4 - January 29, 1988

We are, of course, continuing with the study and hope to be 
able to provide more quantitative findings soon.

Please contact us 1f you have any questions.

Best regards,

‘f h v A u j c i

Michael A. McMurray

MAM;cap

cc; Paul Roller 
Don Koch 
Mark Crawshaw

MILUMAN & ROBERTSON. INC.-------------CQN8ULTINQ ACTUARIES

5





: V 
' '«5,VU\ ^cuate jjCabm' anb (donimerce Committee

Larses
io i?  S enator T im  Kelly, Chairman

<JW> —
^t'/V—£vo ̂  yy^ -E /j - i -S

—  (SLfi O  ^— . Laa-̂ Q_JL-«— A_ciZc_oP

Ls\s , &  S

^  ( L o ^ y j  cwv__<_c>^ —

C5SlQ.—»o  ~tZj«_SL_l<-u-c^ UJ j D £-C"

•— C-Ov'^'C- •— ✓*— «£

L o i L L  V o  U o i r - o ^

G j V o j a ^



s»fe W x w

S T A N D A R D  A L A S K A  P R O D U C T I O N  CO.

6 A p r i l  1 9 8 8

S e n a t e  L a b o r  & C o m m e r c e  C o m m i t t e e

S e n a t e  B i l l  3 2 7  - O i l  D i s c h a r g e  C o n t i n g e n c y  P l a n s

S t a n d a r d  A l a s k a  P r o d u c t i o n  C o m p a n y  s u p p o r t s  S e n a t e  B i l l  327, 

w i t h  t h e  f o l l o w i n g  a m e n d m e n t s :

L i n e  19, d e l e t e  [ D I S C H A R G E ]  a n d  i n s e r t  r e s p o n s e  t e a m  

L i n e  20, ad d :  v e r i f y i n g  a c c e s s  to i n v e n t o r i e s  ...

J u d y  E l i s e n

!



STEVE COWPER
G O V E R N O R
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S t a t e  o f  A l a s  i c a
OFFICE OF THE GOVEPNOn 
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J a n u a r y  .11, 1988

T h e  H o n o r a b l e  J a n  F a i k s  
P r e s i d e n t  of  t h e  S e n a t e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r  F a i k s :

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18, o f  t h e  A l a s k a  C o n­
st i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  r e l a t i n g  to t h e  r e q u i r e­
m e n t s  f o r  o i l  d i s c h a r g e  c o n t i n g e n c y  p l a n s .

U n d e r  A S  4 6 . 0 4 . 0 3 0 ,  t h e  o p e r a t o r s  o f  l a r g e  o i l  t e r m i n a l  
f a c i l i t i e s ,  o f f s h o r e  e x p l o r a t i o n  o r  p r o d u c t i o n  f a c i l i t i e s ,  
t a n k  v e s s e l s ,  a n d  o i l  b a r g e s  m u s t  s u b m i t  o i l  s p i l l  c o n t i n­
g e n c y  p l a n s  t o  t h e  D e p a r t m e n t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n .  
T h e  p u r p o s e  o f  t h e  c o n t i n g e n c y  p l a n s  is t o  d e m o n s t r a t e  t h e  
o p e r a t o r ' s  a b i l i t y  to  c o n t a i n ,  c l e a n  up, a n d  m i t i g a t e  the 
e f f e c t s  o f  o i l  s p i l l s  i n t o  t h e  e n v i r o n m e n t .  R e c e n t  s p i l l s  
h a v e  s h o w n  t h a t  t h e  c o n t i n g e n c y  p l a n  r e q u i r e m e n t  m a y  be 
i n a d e q u a t e  if t h e  o p e r a t o r s  d o  n o t  in f a c t  h a v e  t h e  c a p a b i l­
ity o f  c a r r y i n g  o u t  t h e i r  o w n  c o n t i n g e n c y  p l a n s .  T h i s  b i l l  
w o u l d  c l a r i f y  t h a t  t h e  d e p a r t m e n t  m a y  r e q u i r e  o p e r a t o r s  to 
s h o w  t h a t  t h e y  a r e  a c t u a l l y  c a p a b l e  o f  i m p l e m e n t i n g  t h e i r  
c o n t i n g e n c y  p l a n s ,  a n d  t h a t  f i l i n g  a p l a n  w i t h o u t  h a v i n g  the 
c a p a b i l i t y  o f  c a r r y i n g  it o u t  is a v i o l a t i o n  o f  s t a t e  law.

S e c t i o n  1 o f  t h e  b i l l  a m e n d s  A S  4 6 . 0 4 . 0 3 0 ( e )  to  m a k e  
e x p l i c i t  t h a t  t h e  d e p a r t m e n t  m a y  r e q u i r e  an o p e r a t o r  to  d e m­
o n s t r a t e  its a b i l i t y  to  c a r r y  o u t  t h e  p l a n ,  b y  r e q u i r i n g  
t r a i n i n g ,  s p i l l  e x e r c i s e s ,  a n d  i n v e n t o r i e s  o f  e q u i p m e n t  a n d  
p e r s o n n e l  t h a t  w o u l d  a c t u a l l y  b e  a v a i l a b l e  in 
the c a s e  o f  a spill.

S e c t i o n  2 m a k e s  e x p l i c i t  t h a t  t h e  o p e r a t o r  is a c t u a l l y  r e ­
q u i r e d  to h a v e  t h e  c a p a b i l i t y  to  c a r r y  o u t  its p l a n ,  a n d  
t h a t  t h e  e x i s t i n g  s a n c t i o n s  for v i o l a t i o n s  of  t h e  c h a p t e r  
w o u l d  a p p l y  if t h e  o p e r a t o r  f a i l e d  to m a i n t a i n  t h a t  c a p a­
b i l i t y  a n d  f a i l e d  to u s e  it

I u r g e  y o u r  s u p p o r t  o f  t h i s
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