v/ /

1987-1988

SB 327

SLAB

5405



person will be based upon the spendable weekly wage which the
person is earning at the time he or she 1is injured. The use of
wages contempory with the injury is to be encouraged,
particularly because of the effects of Alaska®s boom and bust”
economy when a historical earnings criteria is used. The
inconsistencies between this and the next section may result in
litigation. OQur discussions indicate that this is a more
desirable approach in Alaska®s economy (see rur comments 1in the

next section).

XXVIIL. BOARD MUST DETERMINE EMPLOYEE®"S GROSS WEEKLY EARNINGS

COMMENTS
This amendment is imposed upon the delightful conundrum

which has been AS 23.30.220(a). The section as it currently
exists begins by saying that the current wage at the time of
injury is the basis for computing compensation. It goes on to
provide that this 1is current receivable wage and that this is
calculated on the basis of earnings history only. There are two

formulas that are customarily used in workers®™ compensation

statutes. One bases the calculation of compensation on the
earnings of the employee at the time of injury. The other bases
the calculations on a wage earning history. This latter has

created much of the problem on which we are currently worki Ig.

In a boom and bust economy, a workers®" compensation system that
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is based upon earnings history finds that in boom periods, the
workers benefits are calculated on his earnings during the bust
period and hence, are low, and there are plenty of jobs at high
wages available as an incentive to return to work. At this time
then, claim payments are low and profits are high. On the other
side of the mountain, when the economy is going into a bust, the
payments to the injured worker are based on earnings history and
hence, are high, and wages available are low (if any). This
provides a disincentive to return to work and during this
period, there would normally be no profit at all for the
insurance carriers since the profit was drawn during the boom
time. Alaska has, however, elected to try to provide profit
both during boom and bust while still calculating benefits based
on historical wages. The effect of these two policies makes for
low premiums at the boom time and high premiums at the bust
time, thus further damping the economy and permitting those
employers who can come into the state from outside (using an all
state endorsement without the necessary Alaska riders and rates
being paid) to underbid employers who are residents of the
state.
RECOMMENDATION

Consider basing benefits paid on wages earned at the
time of the injury as a condition precedent to the adoption of
the amendments. Beyond this, adopt the amendments and monitor

for the problems set forth below.
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ACTIONS PROPOSED

Adopt the proposed amendment but change the definition
of spendable weekly wage to one providing that it is based on
the wage bring earned at the time of injury.
ARGUMENTS AND PROBLEM AREAS

The judgment of two years, or 18 months out of two
years, eliminate much of the flexibility in determining an
employees compensation as a result. Those seeking to go back to
work after a workers’” compensation (or other) 1injury lasting,
say, a year to a year and five months will have virtually no
workers®™ compensation coverage. This will undoubtedly be

litigated on equal protection and probably other grounds.

XXI1X. REDUCTION IN BENEFITS FOR PEOPLE COLLECTING
PENSION OR PROFIT SHARING BENEFITS

COMMENTS

A wise decision since those who retire would not, 1in
most instances, be the ones sought to be covered by workers"®
compensation benefits.
RECOMMENDATION

Adopt the amendment.
ACTIONS PROPOSED

Adopt the amendment.
ARGUMENTS AND PROBLEM AREAS

There will probably be equal protection problems based
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on the fact that a worker may have accumulated pension benefits
over a great number of years. A further problem will be the
employee who, because of the compensable injury, is forced into
disability retirement. Presumptively, these will be resolved in

favor of the amendment.

XXX. NON-DISCRIMINATION IN HIRING AGAINST INJURED PERSONS
EXCEPT DISCRIMINATION PERMITTED IF EMPLOYER
CONSIDERS ™"SAFETY PRACTICES™ OR "PHYSICAL AND MENTAL ABILITIES
EMPLOYER MAY REQUIRE QUESTIONNAIRE COMPLETION TO
DETERMINE ™"PHYSICAL AND MENTAL CAPACITY"™
COMMENTS
We were unable to consider tuis amendment adequately
because of the obvious conflict between Section (a) and Sections
(b) and (c). It appears that the draftsman resolved the
conflict by including everyone®s proposed rule.
RECOMMENDATION
We will go along with WCCA, but do not endorse

conflicting rules.

ACTIONS PROPOSED

ARGUMENTS AND PROBLEM AREAS
The obvious conflict between the sections. There are
also possible conflicts with the federal law prohibiting

refusing to hire because of disability.



XXXI. REPEAL OF MOST RAGLAND BENEFITS

COMMENTS

The Ragland case provided that an employee®s wage
include fringe benefits paid and room and board if supplied.
This removes the room and board unless it is taxable (true only
with town jobs where room and board not supplied for the
convenience of employer). Fringe benefits are not taxable to
the employee, 1if they are paid into a trust, unless they are
actually or constructively received by the employee. This
amendment leaves only pension or profit sharing benefits for
older and vested employees to be considered as part of an
employee®s income. This is a compromise and, 1in the view of
Unified Fairbanks, this is an agreeable reduction in benefits
offset against a possible reduction based on collateral benefits
received by the employee.
RECOMMENDATION

Unified Fairbanks considered adoption of this amendment
in consideration of dropping potential adoption of an offset
against collateral benefits rule. We therefore recommend its
adoption.
ACTIONS PROPOSED

IfT this amendment is not adopted, Tfairness would decree
that we then consider an amendment to AS 23.30.225 providing,

"Where an employee receives periodic disability benefits under
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the provisions of a pension plan, disability or accident
insurance plan, financed in whole or in part by the employer,
the aggregate benefits payable for temporary total disability,
temporary partial disability, permanent partial, and permanent
total disability shall be reduced by an amount equivalent to
such portion of the employer finance benefits paid to an
employee in excess of temporary or permanent disability benefits
calculated on the employees spendable weekly wages.
ARGUMENTS AND PROBLEM AREAS

Non-union employers on Davis-Bacon jobs often take the
fringe benefit sums and place them in a separate account. This
account la Lc be used to pay fringe benefits. However, 1if an
employee does not work long enough to vest any interest in those
fringe benefits (which is the rule on construction jobs), the
money may return to the employer. Since the chance of vesting
is minimal and since under these circumstances these payments
are not deductible to the employer, they are included in gross
wages paid for the purpose of calculating workers®™ compensation
premiums. IT premiums are to be based on these sums, there may
be lawsuits with respect to the way they are to be considered in
gross earnings. It is probable that the "ves ed"” requirement

will shortcut any court test here.
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XXX11. COMPENSABLE INJURIES NOT TO INCLUDE
"MENTAL INJURY CAUSED BY MENTAL STRESS™

COMMENTS

The same de__ efinition its found in this
reference toiillne”tRxWiMiufv¥ as is found in Section XV. Please
see comments on Section XV.
RECOMMENDATION

Please see comments at Section XV.
ACTIONS PROPOSED

Please see comments at Section XV.
ARGUMENTS AND PROBLEM AREAS

Please see comments at Section XV.

XXX, MEDICAL STABILITY (TERMINATING PAYMENT OF ALL
TEMPORARY BENEFITS) OCCURS WHEN NO OBJECTIVELY MEASURABLE
IMPROVEMENT HAS OCCURRED TO THE INJURED
EMPLOYEE IN ANY 45 DAY PERIOD
COMMENT
This may be rebutted by clear and convincing evidence,

but it divorces the medical definition of "medical stability"”
(meaning that the patient is improved as much as he or she 1is
reasonably expected to improve) from the meaning of medical
stability for workers®"™ compensation purposes. Because of the

burden of proof associated with it, this should greatly increase

the number of hearings before the Board.
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RECOMMENDATION

This has been earlier discussed in Sections XXIV and
XXVI. Unified Fairbanks agrees that temporary benefits should
be terminated and permanent benefits (if applicable) should be
started immediately upon medical stability as that term 1is used
bv the medical profession. We hope the WCCA will agree to an
amendment bringing their definition more in line with that of
the medical profession.

ACTIONS PROPOSED

ARGUMENTS AND PROBLEM AREAS

Doctors will probably continue to apply their
definition of medical stability and will talce whatever reporting
steps are necessary to circumvent the imposition of the "45 day

rule™.

XXX1V. REPEAL OF THE CURRENT METHOD OF DETERMINATION
OF WAGE EARNING CAPACITY

COMMENTS
A necessary part of the new method of determination

proposed.



RECOMMENDATION
We concur with WCCA providing, of course, the new
sections are adopted.
ACTIONS PROPOSED
Adoption as part of the overall package.
ARGUMENTS AND PROBLEM AREAS
None not mentioned in the section amending the new

method of determination of wage earning capacity.

XXXVo REPORTING DURING TRANSITION

COMMENTS

This section is only needed if we go to the annual
reporting format in order to permit the State to accumulate
easily accessible figures.
RECOMMENDATION

To be adopted, if we adopt the annual reporting
approach.
ACTIONS PROPOSED

Same.
ARGUMENTS AND PROBLEM AREAS

These are set forth in our recommendations on the

principal statutory changes.

XXXVI. EFFECTIVE DATE
COMMENTS

A good choice.
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RECOMMENDATIONS

A PR campaign with recompilation of booklets available
including the copies of the applicable code and regulation
sections.

ACTIONS PROPOSED

None.

XXXVII. LEGISLATIVE TASK FORCE

COMMENTS

As we addressed each of the problem areas, a number of
them were set forth as needing a legisatively oriented task
force, to .aonitor changes being made, and to resolve those
problems not yet addressed.
RECOMMENDATION

Immediate creation of a task force containing
legislators, 1insurance carriers, medical care providers,
attorneys (from both sides), rehabilitation personnel, labor
unions, executive and administration representatives, and
employers. This task force should first address those problems
which have not been addressed by legislative, executive, or
administrative changes and later on, they should monitor the

effect of the changes now being made. Only in this way will we



be able to hone these problems down to a workable point.
ACTIONS PROPOSED

Establishment of the above committee forthwith.
ARGUMENTS AND PROBLEM AREAS

The function of this committee is to address problems.
Its creation will do a good deal toward satisfying the

/3"CUA.t0lu_X
employers that are too high. Costs should be minimal.
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his argument by slating dial any duct-
work which is nol installed according
lo specific guidelines has the potential
ol licing installed improperly. Thus, to
alleviate the installation problem, he
recommended Ihat thcSlatcadopt—or
at least reference—SMACNA's I(VAC

Ever thincq
Workers Compensation

You Wanted éo Kn
aptive. But Were A

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
more than likely adopt his recommen-
dations. We'll keep you posted on fur-
ther updates. m}

ow About the Cf?a'fiiMAC A

to As

ByJama Cntlnne. CrCU. President CALSMACMA Business Insurance Agency. Inc

In order to give
you a full picture
ol how the cap-
tive works, |1
need to digress
for a bit and give
you a synopsis
ol the inside
workings ol the California Workers
Compensation System. Once the inner
workings of this system are laid before
you. it will I>e easy to sec how the cap-
tive works to your advantage at every
turn.

Iloto are my workers comp rales
calculated?

Every insurance company 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 who 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 one of your workers can
be categorized in order lo determine
his workers compensation rate. Acom-
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
company expenses for each workers
compensation class. For example, in
the rate class 55-12 mentioned above,
the rale as of 1/1/86 was $6.66. As of
71/1/87, 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
1/1/86 was $30.33. By 7/1/87, itwas
$33.85 and had increased only a little
less than 12 percent during the same
year and a half.

Are therates Ilhatthe WCIRBpro-
mulgates the minimum rates lhat
an Insurancecompanycancharge
for workers compensation?

Yes. California Isa 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 Ihat rc]>ort used lo set the
minimum rates, itis also used lo set an
individual company’s Experience Mod-
ification Factor (EMF).

If your accounl develops over
$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, theclaimsyou
have over $2,000 and your premium.

If you are above average, your
Experience Modification will be 1.(X).
If you are alxrve average, your Ex-
perience Modification will Ire less llian
one. And ilyour claims are worse than
average, your experience Modification
will be greater than one.

So the Experience Modification
Factor can affect my rales7

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 lhal would be devel-
oped is $18,1 (XI. If this acount had a
number of losses and the Fjgrerience
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, itis TIIEmost Impor-
tant factor in your workers' coni(>ensa-
lion program for several reasons:

a) You can legally pay less for your
workers’ compensation 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.

¢) Unlike dividends—which arc nof
guaranteed—a good Experience Modi-
fication Factor at least guarantees your
rates for that year.

d) You can have some control over
your Experience Modification Factor,
whereas il Is very difficult to control
your dividend. [}
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April 25, 1988

Representative John Sund
P.0. Box V

State Capitol

Juneau, Alaska 99811

Dear Representative Sund:

Mill 1man and Robertson, Inc. (M&R) was retained by the Hou S€
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 1insur—
ance ratesin Alaska. This letter presents tne -esults of

our analytic,

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-
nent Tem- porary )
fatal. liiial Dorarv Award Totals Medical Total
A C?Ilsjf’rgrr:gerLaw 3.0X 13.4%  20.1% 30.1% 5.1%  28.3%  100.0%
Pro posed Law Change
ft Rﬁ%é?éon to PP 1.000 1.000 1.000 0.867 1.000 1.000
¢ Wﬁg§=%ugenef|t 0.996 0.999 1.000 1.000 0.995 1,000
D- Out-of-State
Claimants ptm sum 0,9.0  1.000 0.954 LJ?00
- O%%;%is)lmpact 0.946 0.949 0.950 0.867 0.945 1.000
F: Cost Under
Lo oty 2 8% 12.7% 19.1% 26.1% 4.8%  28.3%  93.8%

AL>ANY*ATLAJITA*CHICAGO.0AUNS*DCNVCR'HARTTORD. HOUSTON * | NOINARCLESMNNS5ANCUEL E$*MILWWJIKKCMMWNEAROUG
NCW YORK-OMAHA-RHILAOELRHIA.RHOCNIK-RORTLAND-*T.LOUI$-»AN TOANCIBCO-BCATTLC-WAEHINOTON.aC.
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Representative John Sund -2* April 25, 1988

As can be seen on Table 1, our estimates explicitly recognize
th« impact on cnctc nf three provisions of the proposed Taw; i.e.

1. The revised method by which permanent partial awards .
arc to be cclculatvd “using Ili«? A,'n*rlc*n Mnd-if.al ASSOCI-

ation (AMA) dlcablllty guide* and tha whol# man rnnr#>pt..

2. The reduction of the rahiiijn weekly benefit to $700.

3. The reduction In beneflt.s to out-of-state claimants
to recognize higher living costs in Alaska.

In addition to these three "hard dollar”™ provisions, we believe
there are many "soft dollar” provisions of the proposed law
that have the potential to significantly Impact costs. For
example, strict adherence to the letter and spirit of the
administrative provisions of the proposed law, emphasis on
workplace safety, successful implementation of the "independent
medical evaluation™ concept, and effective implementation of
more stringent controls on the vocational rehabilitation

program should result in additional efficiencies. On the
other hand, there are some -aspects of-tbe proposed law_tbat
could have a negative Impact on costs. For example, under

current law many claimants settle for ,a 1UfID Sum With a
compromise and release agreement. Under the proposed law,
permanent partial cases are to be automatically settled with
a lump sum without the need for a compromise and release
igreement. It appears that under the new law there is the
potential for greater frequency of reopenings.

We were able to obtain data to estimate the likely magnitude
of the "hard dollar” savings. In addition, our judgments of
these savings were Influenced by potential "soft dollar"”
savings. However, we believe there 1s the potential for
significant "soft dollar™ savings beyond those anticipated in
our estimates, providad the proposed reforms are fully and

successfully Implemented.

2. Impact on Rjil.e Levels.

If current rate levels are adequate, we estimate that the
proposed law would justify an overall rate reduction of 6%.
However, the following should be recognized:

1. our earner analysis cunuucieu fur cite Al«aka
Department of Insurance Indicated that current rate
levels may be Inadequate; l.e., insufficient to
sustain costs under the current benefit structure.

2. We believe that there 1s a general perception wlthln
the insurance Industry that the current TTte level in
Alaska Is Inadequate.

3. While the pro%osed law will reduce costs iIn the
short term, It Is likely that costs will begin to.
rise again before the January 1, 1990 rate reduction

MILUMAN a ROeCWTWON. INC. CONBULTIN9 ACTUANICY
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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 1s not clear to us 1f the proposedlaw anticipates a rate

freeze at 6% below current levels, or that any subsequent

Eate filing must reflect a 6% offset to recognize the proposed
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
arties that rates reflect costs-. Major problems
ave'developed 1in sidle* that have not adhered to

this principle (e.g., Maine).

3. Rate reviews will measure the impact of i1ll 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 admlinl t-[aU¥e orgcgd res. statutorg Prov[suons,
etc., to be implemente efore a crisi leveiops.

4. We believe there 1is 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. IT 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
immedrate 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 1mpact 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 1s not clear 1f the drafters mean the

Qveralé Statewide rate level or the rate charged each individual
insured.

MILUMAN * ROeCNTeON, INC. CONIULTINaG actuarik®
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3. Estimated Impact- on.Benefits

As can be seen on Table 1, permanent partial award benefits
are. the most affected by the proposed law.

Permanent partial award benefits are typically paid to a
partially disabled worker who has recovered sufficiently to
return to work, The benefit Is Intended to compensate for
loss of work ability and future earning capacity, and 1s paid
in addition to temporary total benefits.

Exhibit 1 provides a comparison of estimated benefits under
the current end the proposed law for "average* cases of dif-

ferent injuries.

4. Assigned. haroe.

Although not part of the current version of SB322 provided to
us for analysis, we have been provided with a proposed
revision Impacting the assigned risk surcharge; i.e.,

"(c) An Insurer may not Impose a surcharge for assigned

risk pool Insurance_unless the_Insured has received
an experience modification debit. After the Insured

has received an experience modification debit, the

insured may impose a surcharge if the percentage of
the surcharge does not exceed the percentage applied
as an experience modification debit or 25 percent of

the premium developed after application of the
experience modification factor, whichever I* less."

While we have not had time to request data to analyze this

proposal 1n detail, we have the following comments.

The proposal 1s likely to lead to a reduction of premium
collected for assi(gned risks. This is because of small risks

« VW n *v< &4 e |«* 4 p leee p*4awd4d4wl Ja wad k%ua nnnug
credible experience to produce a high experience rate npD ca-
tion. For these risks, the new law could substantially reduce

the effective assigned risk surcharyu from the current” value
of 20*.

Any reduction in assigned risk premiums will partially
offset the Indicated cost savings of 6*. For example, assume
that assigned risks currently account of 15* of the total
earned premium. Further assume that the proposal reduces the
effective surcharge from 20* to 15*. The resulting overall
statewide premium will then be reduced by about 0.6*. Thus,
only 5.4*, rather than 6%, is available for an overall rate
reduction.

In any case 1t should be recognized that reductions in
assigned risk premium levels can only be accomplished at the
expense of the voluntary market.

Before changing tne assigned risk surcharges and risking

MILLIMAN * MOIEFf"TION. INC. CONITILTINB ACTUARICI
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market dislocations, we recommend further study of relative
rate adequacy of the assigned risk pool versus the voluntary
market. This analysis should be extended to Include tne
various segments of the assigned risk pool in which problems
are perceived to exist (e.g.. small risks, new risks, etc.).
Ue therefore suggest postponing revision of the assigned risk
surcharge at this time.

Hethgdgl&FIX

This analysis 1s an extension of our earlier study for the

Alaska Department of Insurance described in our report "Cost
Analysis of the Alaska Workers' Compensation Program™ dated
February 10, 1988.

Our cost estimates are based on a modified version of the
model developed by the National Council of Compensation
insurance (NCCI). The NCCI model was based on both
countrywide and Alaska data. We have modified the model to

reflect additional local _ Alaska data available from the
Alaska Workers Compensation Insurance Handling System and

also from the NCCI unit statistical plan for Alaska.

All the data was accepted for analysis without audit.

yjrilifrilllty
The proposed law represents a very significant revision to

the Alaska workers Compensation program. It must be
recognized that there is significant variability in any

actuarial estimate of future workers' compensation costs, and
that variation from the estimates presented in this report are

likely.

We welcome the opportunity to discuss this analysis 1n
greater detail as the need arises.

Sincerely) y

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

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

MIUIMAN ft ROICRTIOH inc. CONWULTINQ ACTUARIES
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Alaska Norkart Compensation
Eatiaated Average Peraanent Partial Award* Under Currant
law And Undtr SB 322 <At Of April 20, 1908
<D ¢)) ®
Eatiaated
PP Award
Under
Avaraga " AHA Currant
SCHEDULED MINOR PP X Loai Rating Law
1 Phalange 100 14.0 46,132
2 cr aora i00 22.0 12,425
Loa« of Uaa 25 4.0 4,197
1 Phalange 100 4.0 4,325
2 or aora 100 12.5 7,474
Lone of Uaa 32 3.2 2,951
§ Phalgpoa 99 o 2385
Loti of Use 29 2.4 1,705
1 Phalange 100 3,0 2,853
2 or aora 100 4.5 4,294
Lott of Uea 31 1.4 1,836
i Phalanf* 100 1.0 1,149
2 or aora 100 2.5 2,099
Lots ot uaa 34 0.1 820
1 Phalange 100 4.0 4,164
2 0 aora 100 4.5 4,440
Lon of Uaa 26 1.4 2,230
Diaaaaberaant 100 0.B 2,328
Loei of Uaa 29 0.0 754
Haaringi One Ear 6 2.0 4,044
Ara 13 8.0 11,936
Hand 13 7.0 9,050
L«a IS 9,0 10,999
Poet 13 4.0 7,378
lye 15 4.0 4,884
Haaringi Both Sara 17 4.0 11,149
AVERASE - ALL INJURIES 44,490

Exhibit 1
Page 1.of 4

®

Eatiaated

PP

Aware

Under
Proposed
Lae

421,400
79,700
5,400
8,100
14,075

4,320
4,710
11,940

3,240
4,050
4,075
2,160
1,330
3,375
1,060
5,400
8,775
2,160
1,060
250
2,700
10,600

9,450
30

5,400
5,400
1,100

46,515



Filai
Titlti

SOA Datei 04/25/08 07i36il6
Alaska Workers Coapensstion

Eatiaated Average Peraanent Partial Awards Under Current

Law And Undir SB 322 (As Of April 20, 1988

<1> () (€)) “

Eatiaated Eatiaated

PP Award PP Award

Under Under

AverAft AHA ourrvnt r, wrusffj

UNSCHEDULED MINOR PP X Loll Rating Law Law
Head 6 4.8 N/A 46,460
Back 10 0.0 N/A 10,800
Harni a 7 5.6 N/A 7,560
Heart Attack 12 Vi6 N/A 12,940
Neck 11 1.8 N/A 11,860
Mental u 8.8 N/A 11,680
Multiple Injuries 11 6.8 N/A 11,860
Other Seneral . 6.4 N/A 3,640
AVCRAQE < ALL INJURIES 114,04V 10,379

MILL! MAN ft ROIERTIQK, INC. CONSULTING ACTUARIca



Exhibit 1

Pago 3.of 4
FIlti BOA Ditai 04/25/11 07134114
T4t1e a Al*«Le Uorl.»r« Cv*p*na«Wvn
Avarafa Parwanant Partial Award* UnOar currant
Lam And Und«r BB 322 (At Of April 20, 1988
<1> (@) €©) ()]
Eitlaatad Eitlaatad
?P Award PP Award
Undar Undar
Avaraga A"IA currant propoaad
SCHEDULED MAJOR PP X Lon Rating Law Law
aaaaaa r,don m -
Ar m Abova Elbow 100 58.5 453,580 478,973
Balow Elbow 100 55.5 53,510 74,925
Lon of Ult 53 25.6 42,202 34,540
Hindi Diiaaabaraant 100 54.0 41,710 72.900
Lon 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
Lon of Uaa 53 16.8 38,038 22,680
Foot i pLnaabaraant 100 26.0 36,234 37,800
Lon of Un 51 11.2 24,430 15,120
Eyai Enuelaitien 100 21,0 20,135 32,400
Lon of Uia ca 16.8 27,413 22,480
Othari Haaringi Both Eiri 37 20.0 30,233 27,000
-y =@
AVERA9E - ALL INJURIES 435,414 426,147

MILUMAN M AOICNTIDN, INC.-—mmmmmem- CONaULTINO ACTUAAILI
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Exhibit J
Page 4 of 4
Filei BOA . Datei 04/25/SB 07i34i16
vifdah ATl warkars Coa anaalipn _
PaHaatad Av.r.g. Paraanant Partial Award* Undar Currant.
Law And Undar 332 (Aa Of April 20, 1986
<I> (2) @) ®
latleateii Eatiaated
PP Award PP Award
Under Under
Av«r«g« AMA Current Propcied
UNSCHEDULED MAJOR PP x Lota Rating Lew Law
Haad 44 lii 0 N/A 449,010
SACK_ 41 32.1 N/A 44,280
Hernia 53 42 .4 N/A 57,240
Heart Attack 44 34.8 N/A 49480
Ntck 40 32.0 N/A 43:200
Mental o 45 34.0 N/A 48,400
Multiple Injuriea 47 37.4 N/A 50,740
Other Seneral 44 35.2 N/A 47,520
» ==qinaza
AVERAGE - ALL INJURIES *51 113 *44 433

MILUMAN « ROICRTION, INC. CON|U LTINO ACTUAftItS
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' .OF THE ALASKA | nsation program

«

MIlliman & Robertson, Inc. (MiR) w>« retained by the Alaska

Division of Insurance to perform th* rollowlng tasks:

1. To provide a breakdown of current costs of the Alaska

workers' compensation program.

2. To identify those elements driving the recent large rate

e Increase indications.

3. To review and comment on SB322/HB352 as it pertains to

the costs of the Alaska workers' compensation program.

4. To analyze local Alaskan data relevant to estimating the
Ukely cost impact of SB322/HB352, the major source of
this data being the Alaskan Workers' Compensation

Information Handling System (WCIHS).

5. To review the National Council on Compensation Insurance
(NCCI) preliminary evaluation of SB322/HB352 and where
appropriate, modify the NCCI estimate using relevant

local data.

6. To provide a likely cost estimate of the Impact of

SB322/HB352.

This report summarizes our findings.

1: BREAKDOWN OF CURRENT COSTS

In its most recent rate filing, the NCCI provides the following

breakdown of the "average" premium dollar 1n Alaska:



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 Ll
Indemni ty 71.7
Medical -I1B- ?

Total 100.0%



Wk understan*d that this breakdown of benefit costs is based on
unit statistical plan data for Alaska. We have reviewed the
unit statistical plan data and believe the NCCI breakdown of

costs 1s reasonable.

The benefit cost breakdown 1s relative to the final injury type
of the claimant. Thus, for example, permanent partial Includes
all temporary total benefits, rehabilitation and legal expense,

paid to, or on behalf of, permanent partial awardees.

It should also be noted that the component "temporary total"”
includes only those temporary total claimants who receive
benefits for less than 52 weeks. Temporary total claimants who
receive benefits for more than 52 weeks are classified as

permanent partial.

2: RECI1IMI.RATE LEVEL INCREASES

Using the NCCI rate filing dated October 16, 1987 as our data

The assumed annual increase in the medical cost component of
the workers' compensation ratas was about 8% 1n the last rate
filing. This appears to be supported by actual experience. We
also note that the medical component of the CPlI for Anchorage
Increased by about 12% per annum between mid-1985 and mid-1987.

Thus, while the medical trend 1s causing workers' compensation



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

Of greater significance are the loss development factors for

the 1indemnity 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.

Relative to the factors uscid to generate the rates effective
January 1, 1987, the JLIlid. Indemnity development factors for the
January ], 1988 rates are 20% higher. Since Indemnity accounts
for about 70% of total Alaska benefit costs, this change adds

approximately 14% to the indicated rate level.

A cursory review of the underlying loss development data specific
to Alaska does Indicate that this increase in the Indemnity

development factor: was warranted.

In order to identify reasons for the deterioration in indemnity
loss development, we analy ‘1l claim count and severity data by
injury type. Tilf" indicated a significant increase 1n
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.

this appears to be one area that must be addressed if overall
costs are to be reduced or contained while leaving the benefit

structure substantially intact.



We. a-Iso note* that we suspect the current NCCI promulgated rate
levels-for Alaska do not fully reflect the increased cost of

permanent partial cases under existing law. If this is true,

The following outlines our understanding of the major provisions
of SB322/HB352, which relate to the costs of the Alaskan Workers'

Compensation System.

Compensation for Permanent Partial Benefits

Under current law, permanent partial benefits are either
scheduled or unscheduled. The unscheduled benefit is subject
to a maximum of S60,000. Benefits may be paid in weekly
installments. However, we understand that many cases are
settled with a lump sum payment as part of a compromise and

release agreement.

Under the proposed law, "all determination of the existence and
degree of impairment shall be made strictly and solely under

the whole person determination as set out in the American

Medical Association (AMA) Guides". Benefits are to be calculated
by multiplying the new maximum benefit amount of $240,000 by

the AMA Impairment rating and an adjustment factor. The

benefit 1s to be paid 1n a lump sum, without the'need for a

compromise and release agreement.



.stand that the drafters”of the proposed law Intended

benefits,

although there may be

Sype.

We further understand that the proposed change in benefit

determination is ai T

MifigiM SiiaiajE »ia'
benefit determinations and to nfcdiigagBhfim 1. on.
The change in the method of benefit determination essentiall
shifts the emphasis to medical rather than vocational

considerations (e.g., loss of earning capacity).

Maximum Limitation .on We_ekly Benefits

Under current law, weekly benefits for fatal, permanent total,
and temporary total are subject to a maximum of 200% of the state

average weekly wage. This amount is currently about $1,000.

Under the proposed law, the maximum weekly benefit will be $700.

Claimants Living Qut of..S.tatfc

The new law provides for reint;*oductlon of a reduction in
benefits for those claimants living out of state. The
reduction recognizes higher living costs and correspondingly

higher benefit levels 1n Alaska as compared to other states.

Rehabilitation Program Reform

Under present law, vocational rehabilitation services may

generally be provided for a period of up to 37 weeks. Temporary

» N



disability Benefits are paid throughout the rehabilitatioa
process.

Under the proposed law, vocational rehabilitation services may
be provided for a period of up to two years. Temporary
disability benefits are not paidautomatically throughout the
rehabilitation process. Rather, temporary total benefits are
to cease once a claimant's medical condition stabilizes. From
this time, permanent Impairment benefits shall be available to
support the claimant throughout the rehabilitation process. | f
permanent impairment benefitsebecome exhausted before the
rehabilitation process 1s complete, additional benefits ire

available to the claimant.

The proposed Ia)lv also provides for closer supervision and

oversight of all aspects of the rehabilitation process.

It 1s our understanding that thelntent of the new law is to
provide for the possibility of longer periods of vocational-
rehab.1ll itation where warranted, and to attempt to curb perceived

abuses 1n the current system.

Limitation on the Duration of Temporary Benefits

Under current law, there is no limit on the duration of
temporary total disability benefits and a five-year limit on

the duration of temporary partial benefits.

Under the proposed law, both temporary total and temporary
partial disability benefits become subject to a duration limit

of two years.
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Uh

:0 lIBOfcCx costs For example, there 1s an attempt
to exclude certain to define
to restrict used by the claimant, etc.

In addition,, the tone of tKg
of administrators of the workers' compensation program and

consequently impact costs of the program.

Comments
In general, we believe that t,v to the Alaska
workers' compensation law W) benefit deliver;
[Systeii Changes such as the proposed

HRESL .

their impact.

In addition, ct adhefence to: the 1letter .and splrl t:,of. the:/

the vocational rehabilitation program should result 1n
additional’ efficiencies. However, it f's PIC S-4mwhmh.*-«
-r- = T*rwiMHMmip
imHi'Mthe impact of such changes.
We do believe that there are other aspects of thfc bill that

could have n i g i o] r containing and controlling

workers' compensation costs. These are summarized below:



The .pr%posed change to permanent partial benefits represents
i radical change In the benefit structure. If the change
1s Implemented, economic incentives in the system will
change dramatically, and consequently, any cost estimates
are subject to substantial inherent variability. Thus,
from a cost standpoint,th'.ol.tfr."'s'ropdtedF]j

rfSpion to the permanent partial benefit structurerls

The proposed law dramatically changes permanent partial
benefits by injury type,- with some injury types receiving

large benefit cuts while others receive large benefit

Increases. From a cost standpoint, it is notable that
the benefits for more serious back Cases are substantially
increased. For example, a claimant judged to be 40%

impaired would receive an award of $96,000 under the
proposed law, which is 60% above the maximum award of

$60,000 possible under current law.

It is proposed that permanent partial benefits for less
serious Injuries be computed using an adjustment factor.
This factor leads to discontinuities in benefit amounts.
For example, a claimant judged to b
while a claimant judged
,$0J.£ This
the exaggeration of injuries, 2reates difficulties in

administering the program, and increa

Under present law, it 1s our understanding that many

permanent partial claimants settle with a lump sum and a

-9-



compromise ind release agreement. Under the proposed law,
permanent partial cases are to be automatically settled

with a lump sum without a need for a compromise and

release agreement. under the new law
trthi of r«openlngs.
5. Under the proposed law; economic incentives will change.

For example, p

t. ;t..h p.r.,n.nt p.rti.l r.th.r thin p.ra.nent totil ?
or In this way, eTi™Wfcou 1d
““ Ms-ill s * .
be obtained. Similarly, a claimant whose disability

results from a combination of vocational and medical
conditions may be Inclined to seek a permanent total
rather than a permanent partial award since, under the
proposed law, vocational eyidence is not considered for

permanent partial disability.

the administration of the program.

4 H&R AfIAUTSIS OF LOCAL ALASKA,DATA

This section discusses our analysis of data specific to
Alaska. Due to its crucial importance, most of our analysis

concentrated on permanent partial cases.

Data Sources

Two primary sources of data were utilized:

2. Unit statistical plan data for Alaska.

2. Information from the Alaska Workers' Compensation



o ¥ Inform#ation Handling System (WCIHS).

t

All the data was accepted for analysis without auliit.

Avtr afifi-Pfirinanent Parilal cuim pflYrcenli

Exhibit 1 shows the total average Incurred cost on permanent
partial claims as reported 1n the unit statistical reports for
Alaska for policy years 1979 through 19B4. As can be seen on
the exhibit, during the period 1987 to 1984 the average cost of

a permanent partial case more.than doubled.

After consideration of the above and other factors affecting
costs, we estimate the average cost for a permanent partial
case in Alaska under current law ft policy,
year 1988. We note this is significantly greater than the

amount o f*"~"H B D “"E -by thefl® 1" their evaluation of

the proposed law.

Breakdown of Average Permanent Partial_..B_enefit Cost?

As a first approximation, payments to permanent partial claimants

under current law can be broken down into two components:
1, Temporary disability (including healing, rehabilitation)
Z. Permanent partial award

Exhibit 2 shows average temporary disability benefit durations
for identified permanent partial claims in the WCIHS data base.
As can be seen on this exhibit, the average temporary disability
duration for injury years 1983 and 1984 is currently about 400

days. Since the average duration is likely to Increase until



all. 0-pen claims are settled
on the likely duration of temporary benefits under
current law, and
OnN[?5 dt~rs for policy year 1988. This duration
greater than

of the proposed law change. -

In their evaluation of the law change, the NCCI estimates the
average temporary disability payment to be about 5328 per week.
We estimate the average temporary disability payment on a

permanent partial claim to be- about $20,000 (cr 5328 x 425/7).

We thus estimate the following breakdown of average permanent

partial costs under current law:

Temporary Disability Benefits: S20,000
Permanent Partial Award: 3Qj,QQ0Q
Total $50,00*0

Because of data limitations, we were not able to estimate the
dollar amounts of payments to claimant's attorneys or to
rehabilitation providers. In our discussion we implicitly

assume that these costs are in addition to the average claim

cost of 550,000 above.

Attorney Invo.lvemer.: 1n Permanent Partial Cases

As can be seen on Exhibit 2, approximately 30% of all permanent
partial cases have some attorney Involvement, either on behalf
of the employee or the employer/lnsurer. This percentage

appears to be relatively consistent from year to year.
Permanent partial cases with attorney Involvement Involve on

-12 -



av.er-age 50% <« 60% more days of temporary disability than does

the ever-g'e'permanent partial claim.

Rehabilitation.Benefits.and Permanent Partial Casé&i.

As can be seen on Exhibit 2, based on WCIHS data, vocational
rehabilitation benefits are provided to about 25% - 30% of all

permanent partial cases.

Permanent partial cases Involving rehabilitation involve on
average 75% - 100% more days of temporary disability than does

the average permanent partial claim.

Permanent Partial mDistribution bv Injury

Exhibit 3 shows the distribution of injuries by body part

as indicated by WCIHS data for permanent partial cases. W
note that although back Injuries account for 27% of all cases,
they account for 57% of all cases involving attorneys and 47%

of all cases involving rehabilitation.

Exhibit 4 provides a comparison of the Injury distribution
indicated by the WCIHS data and that implicit 1n the NCCI law
evaluation for permanent partial cases. It is notable that
the WCIHS data indicates significantly greater numbers of back
injuries 1n Alaska than does the NCCI analysis. Similarly,
there are indications of greater numbers of knee and shoulder
injuries than anticipated 1n the NCCI analysis. We note that
these types of injuries are generally those with the potential

for greatly Increased benefit awards under the proposed law.

We acknowledge that discrepancies 1n the Injury distribution

-13-



0
may partially be. due to the problems 1n identifying permanent

partial* cases 1n the WCIHS data base.

Exhibit 5 shows the relative average

benefits by type of injury. We note that back injuries have an

average duration of temporary benefits that is 60% - 80% greater

than average.

Distribution of the Duration of Temporary Benefits_+.d Permanent
Pam-UJ.; mnipu

Exhibit 6 shows the distribution of the length of durations
of closed permanent partial claims with Injury dates from 1982
through 1984. As can be seen on this exhibit,
H I'S B n H n p '; vtS would be the~”-under-a;~-";0
e proposed law,,the average duration would
T\l@ prop A KA d R T ORY Y < .

p B M B =

Distribution of Claimants bv ZIP Code

Exhibit 7 shows the distribution of claimants by ZIP code as

recorded 1n the WCIHS data base.

It is notable that of claimants currently receiving fatal,
permanent total, or temporary total benefits, approximately 30%

are residing outside of Alaska..

Compensation Information Handling System

We were provided with a tape of the WCIHS. We understand that
It contains records of all workers' compensation claims 1n

Alaska beginning from January 1, 1982.

-14-
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In our analysis wo built 1 data base consisting of permanent
partial cl.ai#ms. Due to limitations 1n the data base and
difficulties associated with the ldentification 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 (l.e., scheduled

permanent partial).

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

permanent partial)

3. Aclaim with a payment code MLT (1.e, multiple payment)

and a body part code 420 (l.e., Back).

We are advised by personnel at the Workers' Compensation
Division that these criteria would fairly accurately identify

permanent partial cases.

We note that the data base described above contained about’800
claims for each year, while unit statistical data indicates
about 1,200 permanent claims per year. Possible reasons for the
discrepancy In counts Include the broad definition of permanent
partial used In the unit statistical plan, and the difficulty
of Identifying lump sum settlements as permanent partial cases.

In the WCIHS data base.

5: REVIEW OF NCCI PRELIMINARY EVALUATION OQF SBJ227HB352

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

estimated the following Impact on costs:

-15-



Table 3: NCCI Preliminary Evaluation of SB322/HB352

* Tvdc of Injury % of loss Effect
Fatal 3.0 -0.4%
Permanent Total 13.4 -0.1
Permanent Partial 50.2 +3.7
Temporary Total 5.1 -0.5
Medical 28.3

= 1.8
Definitional and System Changes -4.0
Total Combined Impact -2.3%

NCClI Fatal. Permanent Total, and Temporary Total Estimates

The NCCI estimated cost reductions for fatal, permanent total,
and temporary total reflect the impact of the reduction in the
maximum weekly benefit limitation. The essential steps in the

calculation of the estimated impact on costs were:

(1) Development of an assumed distribution of wage levels
using countrywide data and adjusting to the actual wage

level 1n Alaska.

(2) Use of countrywide data to obtain assumed distributions

of the number of survivors 1n fatal cases.

(3) Calculation of total benefit costs under current law

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

He believe this approach provides a reasonable estimate of the
impact of the change in the maximum benefit limit. In any
case, overall cost savings from this change are so small that
any variations from the assumptions of the calculation are

likely to have very little impact on overall cost estimates.



NCCI- Permanent Partial Estimates
B = 9

The NCCI estimated cost reductions for permanent partial reflect
the impact of changing the basis for calculating benefits from
the current scheduled/unscheduled method to the medical Impairment
method. The estimate does not reflect possible changes in
temporary and rehabilitation benefits paid to permanent partial
claimants. These latter changes are presumably Included aS

part of the -4* "Definitional and System Change™ adjustment.

The NCCI analysis Indicates the following changes in permanent

partial award costs for differenttypes of- injury:

Table 4: NCClI Estimated Permanent Partial Award Cost Change by

Injury Type
NCCI Estimated
InJurv Type Under Current Law ChAME—
Minor - Scheduled -69*
Minor - Unscheduled -65
Major - Scheduled +4
Major - Unscheduled +52
change in costs, there are large changes by type of injury. /

The essential steps in the NCCI calculation of the estimated

impact on costs were:

1. Developing an assumed distribution of "major™ Injuries

and their healing periods using countrywide data.

2. Developing an assumed distribution of "minor™ injuries

and their healing periods using countrywide data.

3. Assuming that all "major™ injuries receive 37 weeks of

-17-



* rehabilitation while "minor* Injuries receive more.

4.1

5. Estimating total benefit costs under current and proposed
laws on the basis of | through 4 for "major" and "minor*

Injuries separately.

6. Combining the estimates for "major" and "minor™ Injuries
*so that the resulting average permanent partial claim cost
under current law balances to the estimated actual average
permanent partial claim cost 1n Alaska. This step has
the effect of modifying the countrywide distributions to

more closely reflect actual conditions in Alaska.

Aside from problems 1n actually estimating benefits for a
particular Injury under the current and proposed laws, the
lndlcated”™ost changejcalcul ated by the NCCI methodology
vtryt.Mitiv* to both tl>« »t'suned length of healing period ind
the assumed current average permanent partial claim cost. The
following table Illustrates this sensitivity:

Table 5: Increase 1n Permanent Partial Costs Indicated by NCCI
Methodology Under Various Assumptions

Assumed Current Assumed Average Healing Periods
Average Claim mraoe
o 1 x 2 ES
38,000* +6.5% +3.7%* +1.4%
45.000 +10.9 +8.3 6.1
55.000 +15.5 +13.0 +10.8

T7(*) Utilized by NCCI in their preliminary evaluation of
SB322/HB352.

18-



The’ average claim cost and healing period assumptions are
closely related to the distribution of claims by injury type.
Thus, the sensitivity 1n the NCCI methodology largely results
from the fact that the new law produces radically different

ecost changes depending on the type of injury.

Our analysis of data from the Alaska Workers' Compensation
Information Handling System (WCIHS) and from the unit statistical
reports for Alaska enabled us to examine if and how the key
assumptions 1n the NCCI analysis concerning permanent partial
cases differ from the actual msituation in Alaska. In particular,
a permanent partial
case, the average healing period, and the distribution of
Injuries £8

I
analysis, and point to the conclusion that theLT""

understitel the 111eTJ" Xiffiltet of the proposed |]8.W on permanent

partial cases.

We estimate a likely Increase of 11% Instead of 3.7%, by using
the NCCI method and a $50,000 average claim assumption. We
utilized $50,000 rather than a higher value indicated by the
data 1n order to judgmentally recognize the perception that
many claims with low Impairment ratings currently receive large
awards. Had we used a higher value, a higher cost Indication
would have resulted. Thus, without considering any changes
except the proposed revision to the calculation of permanent

partial awards, we estimate the following impact on average

costs:



3T

Current ~'proposed

Temporary Disability: $20,000 $20,000

Permanent Partial Award: 30.000 3 UM +18%

Total $50,000 $55,500 +11%
Hence, we estimate the] =tial /
at temporary benefits). If 1t were
desired h 1n award costs, the

proposed maximum for permanent partial awards should be

In their preliminary analysis, the NCCI did not explicitly
consider the impact of the proposed limit of two years on
temporary disability payments. As discussed earlier, we
estimate that this limit, strictly applied, would reduce
temporary total disability payments to permanent partial

claimants in the WCIHS data base by 22%.

Additional factors that may affect the costs of permanent

partialecases include:

1. Attorney Involvement Under the current law, about 30% of

cases involve attorneys. 111111 ? w hich Dbases

determinations of disability strictly on medical evidence,

Jjpdue to increased potential for

reopenings.

J. Rehabll itation The rjj

However, these gj
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3 . Administration The
s i end the extent
to which strict Adherence to its time limits, definitions

etc. ere possible.

4. Unit Stetisticel Mon Definition As noted earlier, not
ell coses classified 1n unit statistical reports os
permanent partial Involve permanent partial awards, and
also, loss amounts Include certain attorney fees and
payments to rehabilitation providers, etc. This fact 1s
Implicitly recognized 1n our selection of an average
claim cost of 350,000 rather than higher values indicated

by the dat3.

Considering these and other factors, .

_ _ rr-TA i 11
law will decrease temporary benefit costs for permanent E)'ért?all
claims by 20*. To summarize, we estimate the following overall

impact on average permanent partial costs:

Law:
turrent Proposec
Temporary Disability: 320.000 $16,000 -20%
Permanent Partial Award: 30.00P +18%
Total 350.000 351,500 +3%

We note that 1f the maximum permanent partial award amount were
reduced to $200,000 so that there was no net Indicated Increase
1In the cost of permanent partial awards, there would be a net

Indicated decrease 1n permanent partial costs of about 8%.

21-
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NCCl Definitional and System Change Estimates

In their preliminary evaluation, the NCCI included an adjustment
of -4% to account for aspects of the proposed law not explicitly

evaluated. We understand the -4% was selected by judgment.

Using data from the WCIHS, we were able to provide some
quantitative measure of the Impact on the provisions of the new

law relating to claimants living out of state.

Claimants Living Out of State

As discussed earlier, based on the distribution of claimant's

ZIP codes 1n the UCIHS data base, approximately”

now

We Itally estimate that benefits for .out'-of" s.tat|f cl aima.nts
.ductd byic“Ufnder the propored law and that 20% of all

B j g w B M w

"claimants are affected. This implied a 5% (m ?0% x .25) reduction

In temporary total, fatal, and permanent total benefit costs.

The | oh that 20* of cl aimants wilT recei1Vf:{eglilegaQ'ipenefit's;’\
_ H P * Indicated by the. WCIHS data Is to recognize
that 1f the new law 1s implemented, the percentage of out of state
claimants 1s likely .to drop as claimants lose an incentive to

leave Alaska.

6: HiR ESTIMATED COST IMPACT Or SB322/HB312

We estlnete the following Inspect on costs:



N Penaanent

e e - Perma- Partial . Temp-
- - nent lemp- orary
=0 Li111 IttliL. £T.iry. Award Total Ms.a4ifi.LI
A: Cost Under Current
Law 3.0X 13.4% 20.1% 30.1% 5.1% 28.3%
Award 1.000 1.000 1.000 1.280 1.000 1.000
C: Weekly Benefit
Maximum 0.996 0.999 0.950 1.000 0.995 1.000
D: Out of State
Clalmants 0.950 0.950 1.000 1.000 0.950 1.000
E: Duration of Temp-
orary Benefits mLJB99 1.000 0.800 j30QQ  °°  JLfi.09
F: Overall Impact ] ~
(AxBxCxD) ce& B 0,949 0.760 1.18 0.94b 1.000
G: Cost Under Proposed
Law (AxF) 2.8% 12.7% 15.3% 35.5% 4.8% 28.3%

iU
We thus believe the proposed law 1s likely to have little overall,

impact on total costs. We note the following:

were

lwe estimate there would likely be
little overall change 1n permanent partial award costs

from present levels, a n d coiiiSf the program

2. We believe we have implicitly factored into our estimates
all aspects of SB322/HB352 Identified earlier as Impacting

costs.

3. The estimates above anticipate strict adherence to the

provisons of SB322/HB352.

4. We again stress that

-23-
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our projections exist.

5. It must be recognized that

compensation costs, and that from estimates

presented
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mmmn —
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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 1in draft bills HB352 and SB322. Attached 1is 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 1incorporation of the attached alternative
schedule will result in an overall cost reduction of
approximateTv .6%,

3. The proposed schedule 1is 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 1is maintained at $240,000.

pjpw- < evaluated ar '*

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.

- ATIANTA < CHICAGO w=m OALUJ <« DENVER * MARTrORO - HOUSTON - INOIANAROLIB « LOBANOELE* e MILWAUKEE < MINNEAROLIB

NEW YORK - OMAHA e RMIUACLPHIA e RHOENIX - PORTLAND <« *T LOUIS mmBANTRANCIBCO mmBEATTLC < WA»KIN«TON.OC
aWiuaTtb m mramu
AMWKW W *M*v*rfl0 A*LROO*.
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Exhibit ¢ Page 2

Mr. Paul Roller . -2- February 19, 1988

t

Please contact me if you have any questions.
Best regards,

rfludl Jt cji/ULLtL]
Michael A. McMurray

MAM:cap
Enelosure

cc: Mark Crawshaw

;J VS jjvij.

MII LI HAN * «OBCRTBDN, INC.' -CONSULT INO ACTUARIKI-
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Exhibit C Page 3

Exhibit 1
Degree of Degree of
Actual Adjustment Actual Adjustment
Impairment Factor - Impairment .Factcr
% 0.000 26% 0.620
1 0.000 27 0.640
2 0.000 28 0.660
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 0,8g0
10 0.300 36 0.820
1 0.320 37 0.840
12 0.340 38 0.860
13 0.360 39 0.880
14 0.380 40 0.9do
15 0.400 41 0.911p
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 0.96@
21 0.520 47 0.970
22 0.540 48 0.980
23 0.560 49 . 0,950
24 0.580 50% or greater l.oao
25 0.600 v
iJ!
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Hr. Pavl Roller
ALASKA DIVISION OF INSURANCC
,1601 "C" Street, Suite 111
Anchorage, Alaska 99503

RFt HOOIFIfc'P PERMANENT PARTIAL 01SABILTfV ANMARD Lchf.UJi. I.

M, as reque$l,ed by the Division ef /esurancmio I<\i
s*errifltlves to the iK-rroJinent part ial ces«bii:tv avélsl vrtndui
contained 1in draft bills H835Z and SB3?72, Atl.sch-ui =F tel
a, tornut lvs with the following characteristics:

we es\imal e that the attar.ised f.ch6dule vii I) da\ . fip
approximately the same total dollars of permorient jr?H. is!
awards as the current Alas.ka workers' comp'ri; -ition law.

Cembined with all cther @Sp«rtenv HB%< 2ni Cf3ll, ve
ost imato thf.t incoi poration of ti.e glta<ited h!ZL;mittive
schedule will result in itp overall ﬁcrcldur.tler) il

The preposed schfedole is ue>iqvec <0 >moih lhaenw?r>

"adjustment factors" such that the factor beconies 1.00".)

at a 50% impairment r«llny. Ihe awards begin to o;;car:l

Fhose available under the current law at a'o'Sf imp.urmtnt
ling

The H.th cost estimate asset:! ated with 1iris™table assumjs
xh2t the "whole man"™ value 1s ma intained al i "10,000.

iléR has also evalusted an alternative schedule dfivelupod bv

vid Gotl5leln. This tab)e 1is similar to th aitjychcd;
however, the "adjustment factor™ reaches 1.000 at a 35«
ilapalrunenl rating. We estimate* that this alternative, would
r*snit inm a 14% lncrdlaue in permanent partial awards. Combi oel
wUb all other aspects of HF35£ and SBdZZ, wo estimate that
ii*.is alternative schedule would result in an,nvh>*all c<\st

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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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 """
Juneau, Alaska 99811

Dear Director George: e

This letter discusses our progress so far onour 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 Lley.el Increases

Using the NCCI rate filing dated October 16, 1987 as our data
source, we have ldentified two primary reasons for the most
recent rate Increase:

1, Medical cost trends.
1i. Increasing loss development factors for indemnity.

The assumed annual 1increase 1in the medical cost component of

the workers®™ compensation rates was about 8% in the last rate
filing. This apﬁears 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 m1d-1985 and mid- 1987.
Thus, while the medical trend 1s causing workers®™ compensation
costs to increase substantially, the magnitude 1is not surprising.

ALBANY* ATLANTA-CH1CAGO-DALLAS-DENVCH-HAATrORP-HOUSTON*INDIANAPOI1i5-106 ANQ&LES-MILWAUKEE-MINNEAPOLIS
NEW YORK-OMAHA*PHIL>QeLPH*A*PHOCNIX-r>0nTLANO*ST. LOU"S*"SAN rAANr.18CO0*«£ ATTLE-WASHINOTON, OC.

RO R AENER o



Honorable John George -2- January 29, 1988

Of greater significance are the loss development factor? for

the 1ndemnity cost component, By loss development factors, we_
mean the amount the cumulative paid 1indemnity 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 1iIn the
Indemnity development factors was warranted.

In order to ldentify reasons for the deterioration iIn 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
be?|nn|ng in policy year 1982, ~This 1increase appears to affect
all Industry groups. There are also Indications of large
Increases in avera%e payments to major permanent partia
c%aimangs and to claimants between the time of iInjury and time

of award,

P-O-tan.tUl to .Reduce Costs

In 1ts rate filing, the NCCl provided the following breakdown of
benefit costs:

Fatal 4%
Permanent Total 8
Major Permanent Part lal 41
Minor Permanent Parti al 4
Temporary Total 7
Medical 1£
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 substantiaII% 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 progosed changes 1n the_ law that were sent
to us pY_the Division of Workers®™ Compensation do offer some
possibility of reducing costs iIn 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 1in

MILUMAN & ROBERTO9QN, INC. CONSULTING ACTUARIES



Honorable John Seorge -3- January 29, 1988

«

temporary benefits preceding an award. IfT this 1s so. the new
rules regarding rehabilitation may be beneficial. Both of the
above will 1impact claim severity and we believe may be subject
to quantification.

The ﬁroposed 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 iIn 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 1increase 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_ 1increases 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 1is 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 exgect 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 get 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 1in line with the
current” Alaska workers®™ compensation law.

Vie hope that these preliminary observations are useful to you.

mMILUMAN & RQBERTBON, INC.- mCONSULTINO ACTUARIES®
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Honorable John George 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,

fhvAujci
Michael A. McMurray
MAM; cap
cc; Paul Roller

Don Koch
Mark Crawshaw

MILUMAN & ROBERTSON. INC.------------- CQONSBULTINQ ACTUARIES
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STANDARD ALASKA PRODUCTION CO.

6 April 1988

Senate Labor & Commerce Committee

Senate Bill 327 - Oil Discharge Contingency Plans

Standard Alaska Production Company supports Senate Bill 327,

with the following amendments:

Line 19, delete [DISCHARGE] and 1insert response teanm

Line 20, add: verifying access to inventories

Judy Elisen



STEVE COWPER r7 w
GOVERNOR

State of Alas ica
OFFICE OF THE GOVEPNON
<IN BA 1l

January .11, 1988

The Honorable Jan Faiks
President of the Senate
Alaska State Legislature
P.0O. Box V

Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. 111, sec. 18, of the Alaska Con—
stitution, 1 am transmitting a bill relating to the require—
ments Tfor oil discharge contingency plans.

Under AS 46.04.030, the operators of large oil terminal

facilities, offshore exploration or production facilities,

tank vessels, and oil barges must submit oil spill contin—
gency plans to the Department of Environmental Conservation.

The purpose of the contingency plans 1is to demonstrate the
operator®s ability to contain, clean up, and mitigate the
effects of oil spills into the environment. Recent spills
have shown that the <contingency plan requirement may be
inadequate if the operators do not in fact have the capabil —
ity of carrying out their own contingency plans. This bill

would clarify that the department may require operators to
show that they are actually capable of implementing their
contingency plans, and that filing a plan without having the
capability of carrying it out is a violation of state law.

Section 1 of the bill amends AS 46.04.030(e) to make
explicit that the department may require an operator to dem-—
onstrate 1its ability to carry out the plan, by requiring
training, spill exercises, and inventories of equipment and
personnel that would actually be available in
the case of a spill.

Section 2 makes explicit that the operator is actually re—
quired to have the capability to carry out 1its plan, and
that the existing sanctions for violations of the chapter
would apply if the operator failed to maintain that capa—
bility and failed to use it

I urge your support of this
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REQUEST;
Revision Date: , Agency Affected:.  DEC
Title: Oil Discharge Contingency Plans B(}l{U: Environmental Quality

Sponsor: <'mRules Camattee Components :
Requestor: Governor -

EXPENDITURES/REVENUES;  (Thousands of Dollars)
OPERATING FY 83 FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPVENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING U 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHR

TOTAL

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS @ (Attach aseparate page if necessary)
The proposal will have no fiscal impact.

Prepared by:  Amy Kyle _ Phone  465-2600
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Approved by Com) ussioner: Date: 9 Dec 2
Agency:  QEC.

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page, of



