Assembly

MINUTES 1f”)3
Keln

COMMERCE COMMITTEE -~ NEVADA STATE LEGISLATURE - 58TH SESSION

‘ MAY 5, 1975

The meeting was called to order by Chairman Robinson at 4:40 P.M.

MEMBERS PRESENT: Mr. Benkovich
Mr. Demers

Mr. Getto
Mr. Moody
Mr. Harmon
Mr. Hickey

Mr. Schofield
Mr. Wittenberg
Mr. Chairman

MEMBERS ABSENT: None

SPEAKING GUESTS: Gene Milligan, Nevada Association of Realtors
Assemblyman Vergiels
Bob Weld, Southern Nevada Homebuildors
Assemblyman Hayes
Shirley Katt, Washoe County DA's Office
Rusty Nash, Deputy District Attorney - Consumer
Protection Division
Joe Lawler, Consumer Affairs Division
Bob Guinn, Franchised Auto Dealers
. Don Helwinkle, Nevada Franchised Auto Dealers
John Hope, Auto Dealerxr
Dick Garrod. Farmers Insurance Group
Lou Paley, U.F.L.C.I.0O. .
Bud Meneley, Nevada Independent Insurance Agents
Bill Shewan, State Highway Department

The fiist bill to be discussed was SB 515 which:

Changes funeral director and embalmer licensing
qualifications and increases licensing fees.

Assemblyman Schofield spoke in favor of this bill on behalf of
Senator Schofield. The thrust of this bill is to reduce regquirements
to become an apprentice embalmer. The present requirements are so
difficult as to discourage young embalmers from obtaining work in
this State. It will make it easier for funeral home directors to
obtain new personnel. It will update requirements and fees to
conform with current economic conditions. He said the Nevada

Funeral Directors Association and the State Board of Funeral
Directors and Embalmers are in support of this bill.

Mr. Wittenberg questioned the lower of the age to 18 and felt it
could not apply when taking into consideration the educational

‘ reguirements.

This concluded testimony on this bill and discussion turned to .
AB 697 and AB 754. Mr. Vergiels sponsored AB 697 and informed the
committee that he was withdrawing his bill in favor of AB 754 which:
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Substantially revises law relating to
condominiums and cooperatives.

Gene Milligan of the Nevada Association of Realtors commented that
"he had had questions on this bill but they have all been answered.
It is a deta’'led and comprehensive bill and it probably does a
good job. It is modeled after a Florida bill which has turned

out to be fairly successful. The Nevada Association of Realtors
supports this bill,

Mr. Vergiels commented that he withdrew his bill because it called
for too .wuch of a bond and conflicted with AB 101.

Mr. Vergiels, Karen Luyes and Gene Milligan will work on this bill
to have it amended on the Floor. :

Bob Weld commented that he accepted Karen's bill in totality.

Mr. Vergiels said that AB 75« will protect the owner and the
builder. Mr. Milligan said it standardizes the condominium
agreements. With regard to maintenance, Mr. Vergiels said that
AB 101 addressed itself to this and they did not want AB 754 to
harm that bill but AB 754 includes the same characteristics

as AB 101.

Mrs. Hayes said there has been a problem with the accounting of
the condominium fees. This bill would require that they file

a financial statement with the County Clerk. Homeowners are
supposed to get a notice of what the money has been spent on.
This is not now being done. This bill would make it standard and
the homeowners could go to the County Clerk's Office and get a
copy of this statement. Mrs. Hayes commented that this bill
covers what we now have plus what we need.

SB 300 was then taken up which:

Prohibits unauthorized motor vehicle repair and

requires cost estimates and invoices of charges.
Shirley Katt of the Washoe County DA's Office spoke in favor of
this bill. She said the reason for this bill is the fact that
automobile repair has been for the past three years the largest
area of complaint. In 1972 159 out of 606 complaints were in
this area. In 1973 106 out of 356 were in this area and in
1974, 205 out of 793 were in this area. So far this year,
43 out of 213 complaints have been in the area of auto repair.
In 1974 18% of the complaints received by the Better Business
Bureau dealt with auto repair. She said the main area of concern
was the written estimate. The repair bill may be double or triple
what was verbally discussed. When a customer signs an authorization,
he is signing a blank check. Additional repair work is undertaken
by the garage without the foreknowledge of the customer. She
said they feel the consumer should be informed. She said the
consumer often does not understand that when a garageman takes
their car apart and the consumer decides they don't want the job
done, the garage will still charge for the disassembling and the
reassembling without doing any repairs.
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She went on to say that the majority of the percentages given are
with regard to the cost of repair not being what it was thought
to be. She said there was no particular garage that received

the majority of the complaints but rather that it was a common
problem although a few garages have more complaints than others.

Mr. Demers asked how many of these complaints were the fault-of

the .customer "and how many were the fault of the garage. She said
‘she could not really answer that as it is difficult to determine

. who is at fault in a misunderstanding. There is no violation
because it is only a verbal agreement. The DA's office has been
acting as medi tor because most 2f the carage owners are cooperative.

Mr. Wittenberg wondered if they have had any success with the present
statutes. She said the replacement of parts is covered under
Deceptive Trade Practices but the present statutes are not designed
to take care of estimates.

Mr. Hickey was concerned that the garage owner would be protected
from being wrongly accused. She said that the fact that the Second
Reprint of this bill makes the written estimate available upon
request rather than mandatory perhaps is what they are trying to

do to compromise for protection. She said they recognize that all
complaints are not valid and that it has never been their intent

to pursue a complaint of that nature.

Dr. Robinson wondered if they would have any objection to putting
more protection into the bill for the garage owner by having the
consumer going down to authorize repair rather than over the phone.
She said this was considered but it would create much delay working
on the car tying up man hours and garage space. This was why they
did not put this in the bill.

Dr. Robinson wondered if this would have a potential danger in
garage owners making every estimate higher than it needs to be in
order to protect himself. Mr. Wittenberg felt competition would
remedy this. Mr. Wittenberg also commented that he sponsored a
similar bill last session and that this bill is much better and
seems to take care of any complaints there were.

Mr. Demers wondered how many of these complaints were settled over
the telephone. She said not a high percentage because they don't

use their office as a means to do this. They just call and discuss
the matter and if the party wants to do anything about it voluntarily
they can but if they don't, the DA's office can do nothing.

She added that their figures are limited to Washoe County only.

Rusty Nash then spoke saying he drafted the original bill and that
this one bears little resemblance. He said the current bill was
primarily drafted by the auto repair industry. He said he was not
as happy with this bill but he did think it a good bill and that
it would solve many problems. He said the greatest number of
complaints are that a larger price was charged than expected

which would not have been authorized had the customer known it

was to be that much. The main thing is to give the customer some
idea of what he is getting into. Essentially what this does is
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it requires the garageman to supply a written estimate if requested
and he must have a sign up in his place of business stating this.

Tt is only to be a "ballpark" estimate. With the exception of those
that fall under the Deceptive Trade Practices, the DA's Office has
no way to resolve these problems except by persuasion.

Joe Lawler then spoke saying he concurred with Mr. Nash. He said
we have the image of our State to maintain. He said many garages
in Ycow counties" prey on tourists.

Bob Guinn said it is something the garages can live with but to

say thny are backing this enthusiastically_is not true. He sail
there is no way they could supply a written estimate for everyone
and he added that this will result in increased cost to the consumer.

Don Helwinkle spoke saying he was not for or against this bill.

He said they can live with it if need be. It is going to cost
someone some money because they will probably have to hire an
additional person to write up these estimates. He also pointed

out that writing these estimates will be time consuming and this

is something to consider in a tourist oriented area. He said there
is a possibility that if several people are waiting, the ones that
don't request estimates may get fixed first. He also commented
that some people would rather not complicate their business and
would turn those people requesting estimates down.

John Hope then spoke. He said he is a medium-sized dealership
and at the present time they are making estimates for about 5%
of their customers. With the passage of this bill, he thought
this would go to 20%. This would mean putiing another man on

the floor. Based on their hours per month, he is would have .. .
to increase his labor rate $1.00 per hour to all his customers.

AB 729 was then discussed. It:

Permits private insurance carriers to write
workmen's compensation insurance.

Dick Garrod spoke in favor of the bill. He said the issue was
private enterprise vs. state operation. He said they are interested
in being able to sell workmen's compensation in the State of Nevada.
He did comment that this bill should be reviewed because some of

the language is a bit archaic. He said they are in support of

the philosophy of this measure. He said one of the faults with

the bill was on Page 4, starting on Line 42 it states "in accordance
with the Nevada Administrative Procedures Act the Commission shall...
and on Page 5, Line 8, a review by the Commission is stricken and
they have inserted "to review by the appeals officer of any
determination or review by the Commission". He said as he read this,
it means an appeals officer of the Nevada Administrative Procedure
Board and he could not see how an appeals officer could have any
knowledge in the type of insurance, benefits paid and benefits due,
etc. He did not think you could have an appeals officer from the
Nevada Administrative Procedure group hearing a review on the
Commission. He felt it should be the Insurance Commissioner, the
Commission or the Courts.
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On Page 8, Line 19, he said they like to have the time of the
accident and it can mean many types of things.

Dr. Robinson commented that he felt this bill would have to
be worked on in the interim and brought up early in the next
Session.

Lou Paley then spoke and submitted a study which it Bulletin 104
which touches on this subject. A copy of this study is attached
hereto.

Mr. Wittenberg then moved that the committee introduce a resolution
to establish a legislative interim study group to study pcivate
insurance carriers offering workmen's compensation. This was
seconded by Mr..Harmon.and.carried the. committee with Mr. Benkovich voting "no".
Mr..Garrod comnented: that he was interested in participating in this.

Mr. Meneley said he would wholeheartedly approve an interim study.
He said this bill came out too late and was not really the bill

he wanted. He commented that the study submitted by Mr. Paley
was.a .general study of the N.C and only a small part of it focused
on this problem. He said his association would be very happy to
participate in this study in any way they can.

Mr. Wittenberqy moved that AB 729 be "indefinitely postponed". This
was seconded by Mr...Demers. and carried the committee.

SB 587 was then taken up which:

Permits accelerated payments in certain instances
to contractor: performing highway improvement or
construction.

Bill Shewan of the State Highway Department spoke briefly on this
bill giving the committee a hypothetical situation to explain

how the bill would work. He requested favorable consideration of
this bill and said he felt if the contractors benefit by this
then so will the taxpayer.

Mr. Wittenberg moved that SB 587 be "do passed". This was
seconaed by Mr. Demers and carried the committee.

Mr. Demers moved that SB 300 be “"do passed". This was seconded
by Mr. Wittenberg and carried the committee with Mr. Moody, Mr.
Robinson and Mr. Harmon "not voting".

AB 653 and AB 716 came up and Mr. Demers commented that AB 716 is
a better thought out measure. Mr. Wittenberg moved that AB 716 be
"do passed". This was seconded by Mr. Hickey and carried the
committee with Mr. Benkovich and Mr. Moody voting "no".

Mr. Wittenberg then moved that AB 653 be "indefinitely postponed".
This was seconded by Mr. Demers and carried the committee with
Mr. Benkovich "not voting".

Mr. Harmon moved that AB 754 be "do passed". This was seconded
by Mr. Schofield and carried the committee unanimously.
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Mr. Wittenberg moved that AB 697 be "indefinitely postponed".
This was seconded by Mr. Demers and carried the committee
unanimously.

Mr. Schofield moved that SB 515 be "do passed". This was
seconded by Mr. Benkovich and carried the committee with
Mr. Wittenberg voting "no" and Mr. Moody and Mr. Hickey
"not voting". Mr. Wittenberg advised the committee that he
would be offering amendments to this bill on the Floor. He
was opposed to the age being lowered irom 21 to 18.

Mr. Harmon moved that the amend ents proposed by Daisy Talvitie

be adopted to AB 708. This was seconded by Mr. Demers and carried
the committee with Mr. Wittenberg voting "nec". Mr. Demers
commented that this is solving Southern Nevada's problem but not
Northern Nevada's. He also was afraid Sierra Pacific was trying
to remove their controls altogether. It was decided that Mr.
Demers and Mr. Getto will work together on an amendment to this
bill to propose on the Floor.

Mr. Hickey then moved that AB 708 be "do passed as amended".

This was seconded by Mr. Harmon and carried the committee with

Mr. Wittenberg voting "no".

Mr. Getto moved that AB 675 be "indefinitely postponed". This

was seconded by Mr. Wittenberg and carried the committee unanimously.

Mr. Wittenberg moved that Amendment No. 8533 be adopted to AB 541.
This was seconded by Mr. Demers and carried the committee with

Mr. Hickey and Mr. Schofield "not voting". Mr. Wittenberg then
moveu that AB 541 be "do passed as amended". This was seconded
by Mr. Moody and carried the committee with Mr. Schofield "not
voting".

Mr. Demers moved that Amendment No. 8536 be adopted to AB 603.
This was seconded by Mr. Schofield and carried the committee
unanimously. Mr. Getto then moved that AB 603 be "do passed
as amended". This was seconded by Mr. Schofield and carried
the committee unanimously.

Mr. Wittenberg moved that AB 537 be "do passed". This was seconded
by Mr. Moody and carried the committee with Mr. Hickey, Demers,
Schofield and Benkovich voting "no" : :

Mr. Schofield moved that amendments be adopted to AB 539. This
was seconded by Mr. bemers and carried the committee with Mr.
Getto voting "no". Mr. Schofield then moved that AB 539 be

"do passed as amended". This was seconded by Mr. Hickey and
carried the committee with Mr. Wittenberg, Moody, Getto and
Benkovich voting "no".

Mr. Harmon moved that AB 704 be "do passed". This was seconded
by Mr. Benkovich and carried the committee with Mr. Wittenberg
and Mr. Hickey "not voting".
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Mr. Wittenberg moved that AB 700 be "do passed". This was

seconded by Mr. Getto and carried the committee unanimously.

With regard to AB 659, it was decided that the brackets on Page
5, Lines 30~32 would be deleted to restore original language.
Mr. Demers moved that this amendment be adopted. This was
seconded by Mr. Harmon and carried the committee unanimously.
Mr. Harmon moved that AB 659 be "do passed as amended". This
was seconded by Mr. Demers and carried the committee unanimously.

Mr. Demers moved that AB 625 be "do passed". This was seconded
by Mr. Hickey and carried the committee with Mr. Getto ard Mr.
Wittenberg voting "no".

With no further business, the meeting was adjourned at 7:00 P.M.

Respectfully submitted,

Joan Anderson, Secretary
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AGENDA FOR COMMITTEE ON COMMERCE

Date. MAY 5, 1975 Time. 3:00 P.M.p . 316

...........................

Bills or Resolutions Counsel

to be considered Subject requested*
d?CéB 300 Prohibits unauthorized motor vehicle repair and
requires cost estimates and invoices of charges

« AB 729 Permits private insurance carriers to write
workmen's compensation insurance.

UG SB 515 Changes funeral director and embalmer licensing
@ qualifications and increases licensing fees.
3/, AB 697 Substantially revises condominium law.

AB 754 Substantially revises law relating to condominiums

@O and cooperatives.
o

*Please do not ask for counsel unless necessary.

421 g



58TH NEVADA TLLRGIGLATURE

COMMERCE COMMITTEE
LEGISLATICN ACTIONM .
127

DATE May 5, 1975

SUBJECT _AB 537 - Requires waiting period before unemployed individual
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MOTION:
Do Pass X Amend Indefinitely Postpone Reconsider
Moved By ‘Mr. Wittenberg Seconded By Mr. Moody
- AMENDMENT : .
Moved By ' Seconded By
AMENDMENT @
- ¥oved BY Seconded By B
MOTION - AMEND AMEND
VOTE: Yes No Yes No - Yes Ne
Robinson : X
Harmon ' X ’ :
Demers X
Hickey X -
Moody X
Schofield X — ——
Wittenberg X —— —
Benkovich : X ‘
Getto X —
ORIGINAL MOTION: Passed X Defeated Withdrawn
AMENDLED & PASSED AMENDID & DEFEATED
AMENDED & PASSED AMENDED & DLEFEATED
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Attachéd to Minutes May 5, 1975
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LECISLATION ACTTION

DATE  May 5, 1975

SUBJECT AB 539 - permits registered representatives to offer

subdivision land for sale.

MOTION: 1. Adopt amendments X 2. Do pass as amended X

Do Pass Amend: Indefinitely Postpone Reconsider -

Moved By 1. Schofield 2. Schofield Seconded By 1l. Demers 2. Hickay

AMENDHMENT @

Moved By ~ Seconded By

AMENDMENT :

Moved BY Seconded By
MOTION AMEND ﬁﬁEND
VOTE: Yes No Yes No Yes No
Robinson X —_— —
Harmon ' - X ' -
Demers X
Hickey Q X e e o o
Moody I « X 2. X -
- 8chofield X _
Wittenbery l.x 2. x
Benkovich l.x 2. X
Getto X
ORIGINAL‘MOTION: Passed b4 Defeated Vithdrawn
AMENDED & PASSLED AMENDID & DREVEATED
AMENDED & PASSED AMENDED & DLPEATEDR
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Attached to Minutes May 5, 1975
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COMMERCE COMMITTEE 1240
CLEGISILATION ACTTON

DATE May 5, 1975

SUBJECT AB 541 - Rpestricts use of professional engineer's seal and

changes qualification of applicants for certificate to practice
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MOTION: 1, aAdopt amendments X . 2. Do pass as amended X
Do Pass Apend - Indefinitely Postpone Reconsider .
Moved By 1. Wittenberg 2. Wittenber§econded By _1. Demers 2. Moody
AMENDMENT : "
Moved By Seconded By
AMENDMENRT ;
Moved BY Seconded By
HOTION | AMEND - AMEND
VOTE: Yes No Yes No Yes No
Robinson X :
Harmon X e — — —
Demers X
Hickey 1. Not voting 2. _Yes —
Moody X
Schofield Not voting _
Wittenberg X B
- Benkovich X
Getto ‘ X —
ORPIGINAIL MOTION: Passed X Defeated Viithdrawn
AMENDED & PASSED AMENDI'D & DREFERATED
AMENDED & PASSED AMENDED & DREFEATED
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Attached to Minutes May 5, 1975
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COMMERCE COMMITTEE
LEGISLATION ACTTON

DATR May 5, 1975

SUBJECT AB 603 - Prohibits professional engineers employed by public
agencies from engaging in the private practice of professional engineering
during hours of duty with such agencies.

MOTION: 1. Adopt amendments X 2. Do pass as amended X

Do Pass Amend Indefinitely Postpone Reconsider

Moved By 1. Demers 2. Getto Seconded By 1. Schofield 2. Schofiel
AMENDMENT :
Moved By Seconded By

AMENDMENT :

Moved BY ‘ Seconded By
MOTION AMEND _I_\,' LND
" VOTE: Yes No Yes No Yes No

Robinson X N
Harmon X
Demers X
Hickey X
Moody X — —_— — e
Schofield X _
Wittenberg - X
Benkovich X .
Getto X

ORIGIHNAL MOTION: Passead X Defeatad Viithdrawn

AMENDED & PASSED AMENDID & DPLEVEATED

AMENDED & PASSLD ' AMENDED & DLFMEXNTED
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Attached to Minutes May 5, 1975
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COMMERCE COMMITTEE 1244
LEGISLATION ACTIONM

‘ DATE May 5, 1975

SUBJECT AB 625 - Permits mobile home buyer to rescind cpntract with

dealer within specified time period.
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MOTION:

Do Pass X Amend Indefinitely Postpone ' Reconsider

Moved By __ Mr. Demers Seconded By ~ Mr. Hickey
AMEN DEviENT :

Moved By : Seconded By
AMENDMENT :

Moved BY Seconded By

MOTION AMEND AMEND
VOTE: ' Yes No Yes No Yes Nc
Robinson X A — —_— —_—
"Harmon . __Not present at time of vote
Demers X — — e
Hickey X - - - e -
Moody X
Schofield X —e —
Wittenberg X - — — —
Benkovich X
Getto _ X
" ORIGINAL MOTION: Passed X . Defeated Withdrawn
AMENDED & PASSED AMENDI'D & DEFEATED
‘ AMENDED & PASSED AMENDED & DEFE}\TED

Attached to Minutes May 5, 1975
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COMMERCE COMMITTEE
LEGISLATION ACTION 1255

DATE May 5, 1975

SUBJECT AB 653 - Requires local governing body to establish thermal

4

design requirements.

W e e S e e et G e e S MR A S e TR G e S B S e s S G Gem e S e S e A e e e e Wi S e S e b B Sm e A7 S B e B e S e e Gt et Gae e S e G St S e o S o .

MOTION:

Do Pass Arend Indefinitely Postpone x Reconsider

Foved By Mr. Wittenberg - Seconded By Mr. Demers
AMENDNENT »

Moved By : Seconded By
AMENDMENT :

¥Yoved BY Seconded By

MOTION AMEXD . -ANIND
VOTE: : Yes  No . Yes No Yes No
Robinson =X ._.- — S —
Harmon X ' ——ee — —
Demers X — . — — —
Hickey X : R — —
joody X — — —— — .
Schofield X — —— ——
Wittenberg X , —n — RS
Benkovich ROt voting '
Getto Not—present—at time of vete— —_—
ORIGINAL MOTION: Passed X Defeated ' Withdrawn
—— — i
- AMENDED & PASSED AMENDID & PEFEATED
AMENDED & PASSED AMENDED & DEFEATED

Attached to Minutes May 5, 1975




58TH NEVADA T.RGISTATURE

COMMERCE COMMITTEE 1246
LEGISLATION ACTTOM -
. DATE May 5, 1975 ’
SUBJECT AB 659 - Makes various changes in small loan.law.
MOTION: 1. Adopt amendments X 2.. Do pass as amended p:S
Do Pass Amend Indefinitely Postpone Reconsider
Moved By l. Demers 2. Harmon Secondel By 1. Harmon 2. Demers
AMENDMENT @
Moved By Seconded By
AMENDMENT :

Moved BY Seconded By

MOTION ] AMEND _I_%M END
- VOTE: ‘ Yes ‘No Yes No Yes No
Robinson X
" Harmon X
Demers X . :
Hickey X
Moody X
Schofield X
Wittenberg X -
Benkovich : X —
Getto =
ORIGINAL MOTION: Passed X Defeated Withdrawn
AMENDED & PASSED AMENDID & DEFEMATED
’ AMENDED & PASSED AMENDED & DEFEATED
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Attached to Minutes May 5, 1975
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COMMERCE COMMITTER 100
LEGISLATION ACTTON :

DATE May 5, 1975

SUBJECT AB 675 - Makes certain changes in air pollution regulations.
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MOTION:

Do Pass Amend Indefinitely Postpone X Reconsider

Moved By Mr. Getto Seconded By _Mr. Wittenberg
AMENDMENT : _

Moved By Seconded By
AMENDMENT :

Moved BY Seconded By

MOTION AMEND ’ AMEND
VOTE: Yes No _ Yes No Yes No
Robinson X ‘ ‘ ——
Harmon ' X -
Demers X
Hickey X ] S -
Moody P X
Schofielad X S —
Wittenberg X
- Benkovich X -

Getto X

ORIGIMNAL MOTION: Passed X Defeated Withdrawmn

AMENDED & PASSLED AMENDID & DREFEATED

AMENDED & PASSED AMENMDED & DLDVFEARTED
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Attached to Minutes May 5, 1975
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COMMERCE COMMITTEE ’ -
ey wherr T 1238
LEGISLATION ACTION

DATR May 5, 1975
SUBJECT AB 697 - Substantially revises condominium law.
MOTION:

Do Pass Amend Indefinitely Postpone X Recorsicder

Moved By Mr. Wittenberg Seconded By Mr. Demers
AMENDIMENT @

Moved By Seconded By
AMENDMENT @

¥Yoved BY ' : Seconded By

HMOTION AMDEND . - AMIND

VOTE: ~ Yes - - No Yes No Yes No
Robinson X
Harmon : X .
Demers X
Hickey X : 7
Moody X o e — — o
Schofield X ] . — —
Wittenberg X R — R
Benkovich X ~
Getto X
" ORIGINAL MOTION: Passed X Defeated ‘ Withdrawn

- AMENDED & PASSED AMENDID & DREFEATED

AMENDED & PASSED AMENDED & DEFEATED
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COMMERCE COMMITTEE
LEGISLATION ACTIOM

DATE May 5, 1975

stpJEct AB 700 - Requires local governments to provide licensing and

regulating of farmers' markets.
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MOTION:

Do Pass X Amend - Indefinitely Postpone Reconsider

Moved By Mr. Witlenberqg Seconded By _ My, Getto —
AMENDMENT:

Moved.By' ] Seconded By
AMENDMENT :

Moved BY ' Seconded By

MOTION © AMEND - AMEND
~ VOTE: Yes "No Yes No Yes Yo

Robinson X
Harmon® X
Demers ’ X 2 —— —— —
Hickey X e o . e o
Moody X
Schofield X ) e —
Wittenberg X
Benkovich X
Getto X

ORIGIMNAL MOTION: Passed X Defeated Kithdrawn

. ‘ . : \
AMENDED & PASSED AMENDED & DREFEATLED
. ' AMENDED & PASSED AMENDED & DEI’.E!\TFID
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Attached to Minutes May 5, 1975




58TH_NEVADA LLGISLATURE 127

COMMERCE COMMITTEE
LEGISLATION ACTTOM

DATE  May 5, 1975

SUBJECT AB 704 - Authorizes county commissioners of any county to exempt
certain parcels of land from subdivision law requirements,

MOTION:

Do Pass X hmend Indefinitely Postpone Reconsider

Moved By Mr. Harmon ' seconded By Mr. Benkovich
AMENDMENT @

Moved By Seconded By
AMENDMENT:

Moved BY Seconded By

MOTION - AMEND AMEND
" VOTE: : Yes No Yes No Yes No

Robinson _ X — —
Harmon X ‘ _
Demers X
Hickey Not voting
Moody X ~
Schofield X _
Wittenberg Not voting
Benkovich X
Getto , X R

ORIGINAL MOTION: Passed X Defeated Withdrawn

AMENDED & PASSED AMENDID & DEFEATED

AMENDED & PASSED AMENDED & DEFEATED
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58TH NEVADA LEGTSTLATURE

COMMERCE COMMITTEE 1271
CLEGISLATION ACTTOM ‘

DATE May 5, 1975

SUBJECT AB 708 - Places moratorium on enforcement of restrictive
air pollvtion and emission standards on public utilities.

o g T n e —— T e — ot o " S e Wy o e o ek P A Gt T o G s s 8 o e S S o T Ger m S e A e e ban M e i e b GnY s S 4 ot o — " o WA ot - s St S

}i. Adopt amendments X 2. Do pass as amended X

Do Pass Anrend Indefinitely Postpone __ Reconsider

" Moved By 1. Harmomn 2. Hickey Seconded By 1. Demers 2. Harmon

AMENDMENT

Moved By Seconded By

AMEDNDMENT

Moved BY Seconded By
MOTION AMEND AMENT
VOTE: Yes NoO Yes No Yes No
Robinson ' X : -
Harmon * X
Demers X
Hickey X
Moody X *
Schofield X — —
Wittenberqg X
Benkovich X ' :
- Getto , X
ORIGINAL MOTION:  Passed X Defeated ~Withdrawn
AMENDED & PASSED AMENDI'D & PEFEATED
AMENDED & PASSED ' AMENDED & DEVEATED

T P G e e G B e e e G GRS G M Wb S i NS BB Y S Bhe Tk Tt S G e M G S dea B S it S i 4SS M = us S bea W T i e ot e S Wt e s (e ey n A o G Gme Sy M= S et ot g e

Attached to Minutes May 5, 1975




58TH NEVADA LLGTLOLATURE

COMMERCE COMMITTEE
LEGISLATION ACTION

DATE May 5, 1975

SUBJECT AB 716 - Requires adoption of minimum insulation standards
for all public and private buildings constructed 1n Nevadas
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MOTION:

Do Pass X Amend Indefinitely Postpone . Recornsicder

Foved By _ Mr. Wittenberg Seconded By Mr. Hickey
AMEND Ii NT:

Moved By Seconded By‘
AMENDMENT @

¥oved BY ~_ Seconded By

MOTION AMEND o BNEND

VOTE: Yes No Yes No Yes Ne
Robinson o X
Harmon : X . . —e ———
Demers X . .
Hickey X
Moody X —e — ——e
Schofield X _
Wittenberg X — — ER—
Benkovich X '
Getto . Not present at time of vote
© ORIGINAL MOTION: Passed X Defeated ' Withdrawn

- AMENDED & PASSED AMENDID & DEFPEATLED

AMENDED & PASSED AMENDED & DEFEATED
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S8TH NUVADA LEGIGLASTURE

COMMERCE COMMITTEE ' 1223
LEGISLATION ACTION
) A ISP
DATE May 5, 1975
SUBJECT AB 729 - Permits private ins@rance carriers to write
workmen's compensation insurance. *
MOTION:
. £r s X . 3

Do Pass Amend Indefinitely Postpone Reconsider

Foved By Mr. Wittenberg Seconded By Mr. Demers
AMENDMENT :

toved By Seconcded By
AMENDMENT':

¥Yoved BY _ Seconded By

MOTION AMEXD © .- ANIND

VOTE: Yes No - Yes No . Yes Mo
Robinson - X
Harmon X R — —
Demers X — — —
Hickey X — — —
Moody Not present at time of vote ’
Schofield Not present at time of vote —
Wittenberg X S O S
Benkovich X _ .
Getto - Not present at time of vote~ —
" ORIGINAL MOTION: Passed X Defeated ' vithdrawn

- AMENDED & PASSLED AMENDED & DEFEATED

AMENDED & PASSED AMENDED & DEFLEATED
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58TH NEVADA LEGTOLATURE

COMMERCE COMMITTEE
LEGISLATTON ACTION

1244

DATE May 5, 1975

SUBJECT _AB 754 - gubstantially revises law relating to condominiums

and cooperatives.
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MOTION:

Do Pass X Amend Indefinitely lostpone Reconsider

Koved By Mr. Harmon N Seconded By Mr. Schofield
AMENDMENT :

Yoved By Seconded By
AMENDMENT:

Moved BY Seconded By

HMOTION AMEND ANIND
VOTE: ' Yes - - No . Yes No Yes No
Robinson . X ' —— . e
Harmon X U — e
Demers X . : '
Hickey X :
foody X - . — — —
Schofield X —e — —m
Wittenberg X .
Benkovich X _ ‘ ~
Getto X
ORIGINAL MOTION:  Passed X Defeated ' Vithdrawn o
- RMENDED & PASSED AMENDID & DNEFPEMNTED
AMENDED & PASSED : AMENDED & DEIFLEATED

———
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58TH NEVADA LLGIGTLATURE

COMMERCE COMMITTEE ' 1225
LEGISLATION ACTION

DATE May 5, 1975

SUBJECT SB 300 - Prohibits unauthorized motor vehicle repalr and
' requires cost estlmates and 1nvoices of charges.
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MOTION:

Do Pass X Amend Indefinitely Postpone Reconsicder

Moved By Mr. De ners. Seconded By Mr. Wittenberg L
AMENDHENT :

Yoved By Seconded By
AMENDMENT:

¥Yoved BY Seconded By

HOTION AMEND -~ .- AMIND

voT Yes No Yes No Yes Ne
Robinson . _Not voting — —
Harmon Not voting !
Demers X — —_— — —
Hickey X '
ioody Not wvoting
Schofield X . . —n ——
Wittenberg X — — e
Benkovich x '
Getto . Not present at time of voteé
© ORIGINAL MOTION: Passed X Defeated ' Withdrawn

- AMENDED & PASSED AMENDID & DEFEATED

AMENDED & PASSED AMENDED & DEPLEATED
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58TH NEVADA LOGISLATURE

COMMERCE COMMITTEE
LEGISLATION ACTTONM

DATE May 5, 1975

SUBJECT _ SB 515 - changes funeral director and embalmer licensing

gualifications and increases licensing fees.
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MOTION:
Do Pass X Amend Indefinitely Postpone Reconsider
Moved By Mr. Schofield Seconded By Mr. Benkovich
AMENDMENT :
Moved By Seconded By
AMENDMENT :
Moved BY - Seconded By
MOTION AMEND AMEND
VOTE: ' Yes ‘No Yes No Yes Ne
Robinson X
" Harmon . X
Demers X :
Hickey Not voting
Moody Not voting
Schofield X _
Wittenberg X
Benkovich X
Getto , X
" ORIGINAL MOTION: Passed X Defeated Withdrawn
AMENDED & PASSED AMENDII & DEFEATED
AMENDED & PASSED AMENDED & DIiFI.BI\TED
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58TH NEVADA LLGIATLATURE

COMMERCE COMMITTEE

LEGISLATTON ACTITON

DATE  May 5, 1975

SUBJECT SB 587 - Permits accelerated payments in certain instances to

3

contractors performing highway improvement or construction.
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MOTION:

Do Pass X Amend Indefinitely Plostpone Reconsicder

Moved By Mr. Wittenberg Seconded By Mr. Demers:
AMENDHMENT :

Moved Ry : ' Secondad By'
AMENDMENT :

Yoved BY Seconded By

MOTION AMEXD . BMLIND
VOTE: Yes No - Yes No Yes Ne
Robinson - X
Harmon X
Demers X — — — e
Hickey X — —e —
Moody Not present at time of vote
Schofield Not present at. time of vote
Wittenberc X _
Benkovich X .
Getto - "Not presént at time of VOte —
ORIGINAL MOTION: Passed X Defeated ’ Withdrawn
\
- AMENDED & PASSED AMENDIID & DEFEMTED
AMENDED & PASSED : AMENDED & DEFEATED
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JACK SCHOFIELD

. ——ﬂfﬁafﬁf'jéﬁuthA

SENATOR COMMITTEES
VICE CHAl
1308 So. 8TH STREET AN
LAS VEGAS, NEVADA 89104 EoucATion
(702) 384.3334 MEMBER
401 S0, CARSON STREET Lk S GOVERNMENT AFFAIRS
CARSON CITY, NEVADA 89701 A E HEALTH AND WELFARE
(702) 888-5627 TRANSPORTATION

Nevada Legislature

FIFTY-EIGHTH SESSION

1 May 1975
Assemblyman Schofield:

The following is a rational for S. B. 515 as explained by Senator
Schofield. This rational passes with his approval.

The thrust of S. B. 515 is to reduce requirements to become an
apprentice embalmer as l)Nevada statutes are currently so difficult
as to discourage young embalmers from obtaining work in this state,
2) to make it easier for funeral home directors to obtain new personnel,
and 3) to update requirements and fees such that they conform to
current economic conditions.
Specific changes are as outlined below:
Page 1, Lines 5, 16, 17, 18: Self-explanitory
Page 2, Line 10; Page 4, Line 23; Page 4, Line 27: Reduce age
requirements such that they are consistent with the age of
majority.

Page 2, Lines 12-16; Page 2, Line 17: Thrust to obtain young
embalmers as state requirements are too stringent.

Page 2, Lines 33-38: Reduce written requirements as this States'
test is a mere duplication of the national test.

Page 2, Line -49: Technical amendment.

Page 3, Lines 35-37: To update and clarify requirements to become
an apprentice embalmer.

Changes in fees merely to update given current economic coneiderations.
For any further explanation, please contact Senator Schofield.

Thank you.
Sincerely,

J. Stefan Gonzalez
Intern, Senator Schofield
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Example of retent held by State
on Highway Construction Projects 4-22-75
1230

. Igypothetlcal Case
6

$

1st Month
2nd Month
'3rd Month
4th Month
5th Month
6th Month
7th Month
8th Month
9th Month

10th Month
11th Month
12th Month

(It normal
is w1thhe

~

000,000 - Project
500,000 - Worth of work completed each month for 12 months

$ Work % Work $ Amount Retent held Retent held
Complete Remaining  Remaining (Present Method) (Proposed Bill)
8.3 91.7 5,500,000 50,000 50,000
16.7 - 83.3 5,000,000 100,000 100,000
25.0 75.0° 4,500,000 150,000' 150,000
. 33.3 . 66.7 4,000,000 200,000 200,000 -
41.7 58.3 3,500,000° - 250,000 250,000
50.0° 50.0 3,000,0Q0' 300,000 300,000
58.3° 41.7 2,500,000 300,000° 300,000"
‘ 66.7" 33.3 2,000,000 300,000 300,000
75.0° 25.0° 1,500,000 390,000' 75,000*
(Winter shutdown 4 or 5 month duration)
83.3" 16.7° 1,000,000 300,000 75,000
91.7° 8.3 500,000 300,000 75,000
1100.0° 0 | 0" 300,000 75,000°

ly takes 30-60 days to clear project after work is completed, retent
1d during this period.)

*In the example above, if the contractor so requested at the end of nine months,
retent could be reduced to $75,000 or 5% of monetary amount of work remaining

under new

Under our

proposal.

present method retent would remain at $300,000 or 5% of the original

contract amount.

- F.H.W.A. now approves proposed method -
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F. BRITTON M. COMNELL

ATTORHEY AV LAY ) cT : e
' Carson City, Ncvada
~August 14 1972,

. BEFORE THE

.LEGISLATIVE CORIISSION}S SUSCCITIITTEE

- —

ot o T ot & oo e it e o O e @ 1

STUDY OF TiHE IEVADA L.ODUSTRIAL COMIISSTON

FOR

o L ~ - Statement Qf F. Britton MbCoﬁncl{*’

.~ My name is F. Britton McConnell and I am and have been

an attorney-at-law since admitted to practice in California and
lderal Courts inm 1925, At present, I am in private practice in
Los Angeles. ) ' ' L S

el

At the request of insurance clients, I attended a
meeting of the Nevada Commerce Committee in Las Vegas on
February 26, 1971, and conferred informally with the members of
that Committee and with some of the witnesses regarding the Nevada
workmon®s compensation system and functioning of the Nevada
Indvctrial Commicsgsion; T also discussed thece mattexs with
represenbatives of private insurance companies and insunance agents
in Reno who transact substantial business in other lines than
workmen®s compensation, ]

114

In the proceedings of the Commerce Committee, the NIC was
only one of a number of important subjects assigned to that
Committee. The Commerce Committee concluded that a more thorough
study of NIXC should be undertaken by another Committee assigned to
survey the past and current affairs and financial condition of
NIC. Your present Subcommittee was therefore established and after
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_ informal consultations and commencing on August 4, 1971, I was
. employed as a special consultant with respect to the administrati
structure of NIC and related matters, Since attending the meetir
on August -4, 1971, I have attended meetings of your Comumittee in
Carson City, in Reno and in Las Vegas, have read the exhibits tha
have been filed and have conferred extensively with Peat, Marwick
Mitchell & Company during the course of their study of NIC and
. g;;garation of their report filed with your Committee in February
.

* A concise biography of experience in workmen®’s compensation
insurance is attached--Exhibit 1. - '

. I am appearinz before you to-day to make a report to
you and to make myself available for discussicn of matters that
have been brought before your Committee in the course of your
extensive procecdings. I feel that your Comuittee has functioned
with exceptionally good efficiency beecause of strong executive

nx
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5 plamir; and also because of having established and maintained
%§ good rclarions with and resultingz full co-operation fi1om the

organizations, agcncies and individuals who have furnished the
testimony and prepared the exhibits, '

el ) -
s

B

L it
Y IET)

Senator Carl F. Dodge, your Chairman, and the other
members of your Committee have kept in the forefront explicitly
and throughout your proceedings, that the Mevada Industrial

-
PRy
e prae gt
ST

SR

44 : : ;
"3 Insurance Act, the Nevada Occupational Diseases Act and the

b Industrial Safety Act were enacted and exist for the benefit and
i safety of employeces.

i% The Nevada System of Workmen's Compensation Laws.

i : e s

t: Nevada was one of the first states to enact workmen's
§ compensation laws. Since original enactment in 1913, your

o iegisiature has studied the system and adopted amendmentg where
i .
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shown by legislative hearings and debates to be appropriate, This

is a proper and orderly system of procedure and it is worth o
remenbering and preserving in order to avoid political devices = g
whereby some State Leglslatures have beea bypassed through i

" ¥YGovernors' Commissions' and similarly Congress has becn bypassed
- in. 11Le manner thLouOh "Presidents' Commissions.'

: Fbllow1n~ is the ]e01slatlve hlsuory of the Nevada
'worLﬂcn'r compensat101 system. S 2

.40 o 92

. . .
e )
o more - 0
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The‘chada Indus trlal Insurance Act ﬁaé‘ﬁassed'in 1913
(NCL 616).. The Act has been amendad by the Lenlsl“turb in ]9)J,
1917, 1919, ‘1921, 1923, 1925, 1927, 1931, 1935, 1937, 1939 1941,
1943, 1945, 1947, 1949, 1951, 1953, 1935 1957 1959 1961 1963
1965, 1966, 1967, 1969 and 1971

—y

S -

o The NCVHUQ Occupatlonal Dlseaqes Act was passed in 1947
(NCL 617). Amenduments were passed in 1949, 1951, 1953 ]95), ]957
.959 1961, 1963, 1965, 1966 1967, 1969 and 1971 ' :

- “The Induotrlal Safcty Act was passed by the 1955 Lcals~
‘lature (NCL 618) It has bcen amended in 1967 and 1971.-

The above legislative history covers a span of 58 ycars.
'ﬁL 29 of its Sessions, your Legislature adopted amendments and
those actions, of necessity, took into account, among othér
-relevant '4Lters, the population and the economic conditions of
~their tim2s. The following facts as to the population and
~dis»11"w;*rn of the population must be causally relatcd ‘to this
le“lQ]uLlVC history. -

e S 8, PR R (IS ARV S B ) oo
TS oy

The population of Nevada as shown by census data:

1910 ~ 81,875
1920 - 77,407
1930 - 91,058 S
1940 - 110,247 ' .
V . 1950 - 160,083 L .
. | 1960 - 285,278 : - - * I
(] o 1970 - 488,738. -

e
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Exaibit A-~-page 3
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- basic principles of insurance.

The population of Washoe and Clark Cbunty:

: Washoe C -Clark
1910 , 17,434 ) 3,321
o 1820 18627 4,859
‘ 193G . 27,.58 8,532
. 1940 32,476 16,414
: 1950 . 50,205 -, 48,289
1960 84,743 127,016 -
1970 121,068 . 273,288 . -

It is estimated that at this time, 1971-1972, Nevada
has a total of approximately 240,000 employees in all occupations
of which number 200,000 are covered under the workmen's com
lawv, Ewmployees of the State of N
axe covered, ,

evada and political subdivisicns

o7

.

. In recent years, NIC has not beén in complién?e with
These principles and the substance

are summarized as follows in the report of
Mitchell & Co. filed with your Committee in

of the Nevada Statutes
Peat, Marwick,
Februaxy, 1972:

"The Nevada Industrial Commission, like all insurers,
operates not on a pay-as-you-go system, but on the
basis of charging to a year for which premiums are.
paid the ultimate and total costs of all accidents .
~occurring in that year, Thus, for most claimants):’
-the benefits provided by law can be effectively :
guaranteed only if the Commission sets aside from -
premiums each year the amounts needed to pay the costs
which will acerue in the future for accidents of that
year, The amounts so set aside are very real '
liabilities of the Comaission., To the extent the
amounts set up are insuificient, current accident
victims cculd suffer the loss of future benefits to
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which they are entitled by law. The significance of

this liability is recognized in other jurisdictions

where State regulators of commercial insurers manifest -
constant concern over the adcquacy of the amounts set

up.”" : :

A recenr test of clalm regserves set up as of June 30 1968

and 1eappralsed as of June 30, 1971, snowed a def:t,cn.ency of
Ql‘? 76 U\-‘vo )

At this point, a concise statement of- customary and, 1in
fact, necessary administrative pLoceduv‘es of workmen's compens ation
will be of interest. When a claim is first recorded, a reserve must
be set up as a liability, generally called "incurred- but not paid.”

“The amount of the reserve is the total amount estimated to be

requived to fully pay the claim regardless of whether the times and
amounts of payment terminate within a short period or extend over a
period of many years. In insurance accounting, the amcunt of the
-cserve includes the amounts paid on the claim., Inevitably, the
first reserve established is not the precise amount required. Claim

- -files must be reviewed systematically and frequently so tha: the

xeserve can be adjusted as the facts as to disability, medical expense,
and death are taken into account. The individual reserves are thus
required to be increased or decreased but each should be redundant,
that is, a little moxre than is considered safely adeqguate and so

that as claims are closed, there will not be a drain upon surplus but
cather a planned, reasonable increase of surplus. Such an increase

1s required on good actuarial principles to maintain a proper relation
between annual premium volume and surplus. The closing of a claim
with vhat is presumably a f£inal adjustment of the reserve to the
actual final cost is an important administrative decision that

requives skill ‘and expericnce. At June 30, 1972, NIC had 12,318 open
claims, :

.

Exhibit A--pagae 5
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The followinz tabulation shows for the ycars 19 O - 1572
the nubers ol insured cmployers, total prc lunv and changes =
surplus in the operation of NIC:

Nunber of

Emnloyer Accounts Premium -
1960 » 8,015 5,653,631 6,074,925
1961 6,301,659 6,811,543
1962 9,rié 6,960,125 6,871,191
1963 ' 9,936 8,614,832 7,608,463
1964 - 10,819 9,212,803 . 8,514,852
1965 . 11,316 9,422,673 9,952,128
1966 11,615 9,039,804 10,837,136
1967 11,547 8,910,113 8,886,201
1968 11,869 - 10,081,858 9,241,736
1969 ' 12,430 11,829,519 7,084,817
1970 _ 12,923 14,049,509 6,239,125
1971 - 13, 223. 16,889 310_ L -1 606 067

‘ SurQ}us

. past fwo decades and is now morc than 540,000.

It w111 be noted that there were Sll"ht ‘decreases of
surplus in 1963 and in 1967 '1tb snall but not very qlgnlfaca“L

cereoases in 1962 and 1970,

. in 1971 and this- drain of surp lus nay havn>cont;nued into 1972.

Claim Volume - Medical Facilities: 0

As shown above, the population of Nevada tripled in the
The number of

workmen's compensation claims also trlpled
10,69¢ claim files; in 1962, the number had 1ncreased to 19, OJ/
and the estimate for 1972 is 29, 3u2 : :

Almost half of workmen's compensation claims involve
only medical expense. This is true in Nevada and in other
jurisdictions. The report of PMV&Co shows that NIC has oxr is in
the course of installing good systems and plans for levels of
administration and of responsibility and authority in the perscs”
of NIC according to the nature and potentials of change in the
course of the history»of individual claim cases.

" Exhibit A=-naca A

"In 1952, NIC recordcs -
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, An essential of an efficient workmen's compensation system
is prompt and first-class medical treatment for injured: emw‘oyccs. . ‘
XouLfbmAvtLLe has received testimony and exhibits covering that | -
subject and it has been shown that there is good communication’ and
©a spirit of co-operation between NIC and the. medical a83001“t10ns.

A report furnished by Mr. Nelson B. Neff, Exccutive SLcrctary of
yhuc.uvu“a State }adical Assoclatioa, datad .Tuly 27, 19/~, supplics
tho folloving summaxy as to present RUﬂbLIS and places oL pract:cc
oL MvﬂﬂCldnq' - - L o 3

sae JTLT U - s -

"oa July 5, 1955 Nevada had a total of 227 physlc1ans~ [
Jicensed uno practicing in Nevada. As of July 1, 1972
there were 582 doctors licensed in Nevada and in ”””;”‘
practice in the state. This supplies some indication
of the growth of madical practitioners in the state,
which has been accelerated as the population has grown
There were 81 doctors llcensed between Septcmber 7, 1971 N A 4
and June 10, 1972. . - L 5 s - ;

v P - 3+

PR T S O R R S

"With reference to the physician populatlon Clark and
Washoe “Zounties, Clark County has 5 physicians in .
service in Boulder C.ty, 12 in Henderson, 240 in .

Las Vegas and 10 in North Las Vegas, for a total as of
August 1, 1971, according to the llstlng of the Nevadg,x*
State Board of Medical Examiners, of 267.

v
i
3

s o

L
T R e L LRSI e

'”asho“ County as of the same date had 3 phy51ci ns*ih“
practice in Incline Vll*age 210 in Reno and 1iZ in, ™
Sparks for a total of 225. Both counts, for Wa uuv Vbunuy
and for Clark County, 1nclude sp°c1alxcts of every: branﬂh
of iedicine. #

-,

-

"Taking the 1970 census figure of 489,000 persons living - -
in Nevada, and adding conservatively 51,000 growth factor <}
since the 1970 census, you get an estimated state o
population of 540 OOO and dividing this figure by the i
582 doctors who plQCthG in Revada as of this date.we '
get a rough average of 940 persons per physician.'

Exnibit A--page 7 o ‘ : i ‘
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Your Nevada State Division of Health has furnished a i
of licensed hospitals as of March 1972 showing their locations,
wnership, size and facilities. The total in the State is 24,

The distribution of physicians and of hospitals is a
natural process that is governed by need and this can be discerng,
from the abeve population st:tistics and from consideration of i
locations of the operations of the large employers. NIC states
that the twelve largest employers employ approximately 18.5% of a
employces covered by workmen's compensation in Nevada,

General Diccussion:

Under this hcading, T will only briefly discuss a nusbc
jects which are under consideration and which will require
cither of action in the 1973 Session of your Legislatur

s to postpene and perhaps schedule for further study.
I enticipate thet it may b2 appropricte for me to file. a suppleme

»t I am submitting to you to-day end this will be
governed by our discussicns. I previonsly mantioned the facts
which showed that MIC had departed freom basic principles of
insurance in recent years and I discussed one of the causes which
apparently was inadequate reviev and revisions to assure mainten?
of adeguate claim reserves. There was another important departur
from basic principles of insurance and this arose firom on2 or mor
acts of the Legislature which increascd disability benefits
retroactively., This put your workmen's compensation system into
the political arena and if the precedent is continued, the preten
that NIC is an insurance operation will have to be abandoned bece
there will be no standards but only political pressures. The
history of social security is sufficient to illustrate this point
If additional payments are to be made to workmen's compensation
claimants to supplement the benefits payable because of the rateé
v the Statute at the time of injuxy, %
¢ action by the State and its taxpayers
d vecause the funds come from the ]
all taxpayers and not from premiums p2*

compensation vpavable und
should be done as a w
and expli
general fun

~

Exhibit A--page 8
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by eaployers. Facing the difficult and almast um.c;ue smtuf..tmz;, L
 the report of I’ M&Co recommended that for a period of future vears,;.g*

Cothe r.-tes be increased encugh to repair the dangerous invasion of = .
11¢'s surplus. This is contrary to all principles of insurance and
. gcgu:n,lal science, - Rates must be adequate to pay the claims that

-~ arise during the periced of their use and must be ad3u3ued upward or .
‘ dounward by actuarial treatment of statistics, Whether adgustm&ts% S
Care pollulcﬂll}’ wise should -never be a’ eaﬁ?ﬁtﬁ“{éramam L

B LT AL R TR

-

Nevada prcm.um ard Ioss statlstlcs are nat ef auéf;,aiaat F

volune, considered alone, to meet actuarial standaxrds of . , e

- credibility for rate-making. TFor this reason, Nevada must com:iﬁm: &
“its reliance upon statistics accumulated in other Jurlsalctxuna and £

% applied by analogy to Nevada conditions. The essential and S e i§§

. unchaiy; rea‘)le standard for insurance rates is and must c:ont:inue {w t:ze e

= that rhoy shall not be excessive nor inadequate nor unfairly .
~discrininatory and subject to experience rating plans with {It«‘zb;.i: g &nﬁ

credits to encourage safety activities and capx.t.al expendltures fm' |

+ safety installations by employers. e Lo

L Your Cowmittec h8ard many withesses on- the subject of o
Sether or not NWIC should continue as a state r:onopoly. 4,

doratondably, thé staff of NIC procduced testimony and exhibits

ense of their past activities and prcsent status. The.

s in favor of relaxinz the monopoly and allowing private

e and self-insurance by large employers who would. post o

; wity bonds, presented valuvable testimony but on thc”vzhale, PR

s not as comprchensive and persuasive as would, in my opinion, be

s tequired to justify a recommendation that the present monopoly be

2L yrinated. I think a period ofssveral years will have to elap@@

: belore t:c"g, can exist the essential conditions that would Justify

et @ basic change in .the historically necessary and now C’iklstlﬁi"»

siate wonopoly. If private insurance and se:li—-:.nsurance were to- be

£-auihorized by legislation, there would have to be a whole new ‘

; cornlex of Statutes, RaLes would have to be regulated; pals.cyhaldaw

:éwngnds vould also have to be re"ul?t.ed the Anti-Rebate Statutes

would havc to be revised and amended a system of test audxts wfmld

Exhibit A--page 9
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have to be instituited through™the office of the Insurence :
Comnissioner and the Insurance Commissioner would have to develop
a staff of experienced cxaminers in workmen's compens gation and a
-whole new set of periodical VellLlEd reports and Manual governln'-7
examlnat1onq to assure protection of the publlc interest.

-

It may be significant that alLbouvh witnesses fav

" private insurance and a right to selfnlnsurance no insurexr o
assoclation of insurers or agents came forward with specific

proposals. As a statutory monopoly, NIC is in constant Oﬂﬂ”ﬁ” oﬁ

dxlleno into the incfficiencies inherent in monopoly and which a

varded against and corrected by competition. Unquestionably,

comvetltloa is, the greatest regulator as to prices and services

the best protection of the pdD]lC intexest, Tacking it, I think

that the Nevada Legislature should continue its cxccllent practic

of consideration of its workmen's compensation system by one or
of 1ts ConmlLLeeS at every Session. :

d,i

IMAT
-

{0

-H +h
0
K

]
-

I have enjoyed the personal ausoc1atlons which have
develonbd in the course of this employment by your Committee.
To make sure that my critical comments will not be misinterpreted
I will repeat my assurances of esteem for all of the people in NI

the Membe rs of your Subcoxnlttee and Lhe witnesses I havc met and
heaxd.

e Respectfully submltted

(4

C ’\Jé:_‘\)’\j . ,«—-»-w’-—/ﬁ\f

: . 'F. Britton McConnell, '

£8 it by G
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_— BICLRAPHY
OF T. BRITTON lMcCONNELL!s

RIEXCE 1N WORIMEXR'S (OTI:VSLT‘O ]YSUP‘“CE

1914 - 1925

184G

t

1925

faet

\D

O~

o
1

1955

1952

bt
0
o
-~
1

1963

et

0

W

W
!

1963 -
Present

Employed by California State Compensation Insurance
Fund (interrupted by service in U, S. Army 1917- 1910)
This employment included office, field and bianch.
office experience in. every phase of workmen's
conpensation insurance administration and at conclusion

Assistant Secr retary, resigned to enter practice of law.

~In private practice, principally trial work of

thousands of state and federal workmen's compensatlon
cases and hundreds of trials of othel kinds of cases,
and close association with executi ives of NUM2rous
workmen's compensation insurers.

General Counsel, Pacific Employers Insurance Group. .

Member of Insurance Committee as City Councilnaﬂ and

P |

Insurance Commissioner of California including personal
participhtion and supervision of the administration of
workmen's c0ﬂp01saLlon laws and administrative
procedures, including participation in functions of
California Inspectlon Rating Bureau.

In private practice in Los Angeles and San Francisco
dealing principally with casualty insurance carrier
exccutive matters,

Exhibit A--page 11
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Chapter 16

£

3\ _TLML‘ 1st

The administrative costs of workmen’s compen-
sation include the expenses and profits of privﬂte
insurers and State funds, the cost of administering
self-insurance plans, mdustrnl commission ex-
penses, and other charges to the public for admin-
istering workmen’s compensation laws. In essence,
they cover all expenses of the program except pay-
ments for cash benefits and medical and rchabilita-
tion services. The relative magnitude of thess costs
provides one measure of the cfficiency of the work-
men’s compensation system.

PRIVATE INSURER EXPENSES’
AND PROTITS

! ‘Because private insuvers write more than 80
“percent of the workmen’s compensation premiums,
their administrative costs arve proportionally im-
portant. An additional reason for investizating
their expenses and profits is that the role of pri-
- “vate insurers in a social insurance program is
chronically open to challenge.

Premium Components

‘Private workmen’s compensation premiums
- must provide for benefits, expenses, and a margin
for profit or contingencms.

Services provided by expense and margin -

components.—The conventional listing of the ex-
pense and margin componentsis:
(1) Acquisition and field supervision ex-
pensces (sales) ;
~ (2) Imspection and burean expenses;
(3) Claim adjustment expenses;
(£) General administration and payroll audit
expenses;
(5) Taxes,licenses, and fees; and
(6) Profit and contingencies.

@Y
SLEAY

£.2

IW@

Acquisition and field supervision expenses in-
clude: commissions to agents and brokers, salaries
for sales representatives and sales managers, ad-
vertising costs, and other expenses incurred in
acquiring business.

Safety programs and membership in or sub-
seribership to the services of rating bureaus and
other boards and associations ave supportod by the
secor 1 expense component. ;

The thivd produces the salaries for staff ch,ma
adjusters, fees to independent adjusters, and other
monies needed to adjust claims.

The general administration and payroll audit
component provides for the payroll audits needed.
to determine the employer’s final payroll for the

Pratey
(an n».

{'T., .@'

year (and hence his premium) and for all the

other expenses incurred by the insyrer in con-
nection with the issuance and servicing of the
insurance. ’ )

States premium taxes and fees are the fifth
component. :

Federal inconie taxes are paid out of profits and
a contingency fund. This component also provides
a margin for dividends and reserves against wn-
usual charges for benefits (losses) in excess of the
volume anticipated by prmniumﬁ The actual profit
or margin for dividends depends upon how actual
losses and expenses compare with the loss and ex-
pense ailowance in the premium.

Some expenses are incurred to provide direct
benefits to insured employers. Expendituves by
insurers can be presented from this point of view.?

Administrative expenses of dirvect benefits to
insured emiployers: 4

Claims adjustment expenses (to the extent

they represent service to employers) ; i
Safety program expenses;

Expenses incurred in (m'xh zing the emp]ox-- '

- 267
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er’s exposure, advising how it should be han-
dled, and arranging fov the proper insurance
protection; and s

Portion of margin returned to employers as
dividends.

General administration expenses.

Pure selling expenses.

Profit and contingencies allowance:

Distributed to others than the insured;
Retained as surplus.

Adjustment of claims, to the extent that they
represent determinations that the employer him-
self would handle othevwise, are for his benefit;
to the extent that tney are incurred to proteci the
insurer, they are administrative expenses of the
" insured. Expenses for safety programs are, in the
long run, almost exclusively for the benefit of
insured employers and protection of employees,

though insurers may benefit to the extent that

losses ave prevented or reduced without a com-
peusating reduction in rates. If the employer did
not purchase insurance, he would either have to
pay for other safety services or forego their bene-
fits. Although expenses incurred for risk analysis
and insurance advice result in direct benefits to
the insured, the need for such advice arises out of
the decision to buy insurance. Policyholder divi-
dends ave a clear benefit to insured employers. The
items not of direct beunefit to the insured plus the
investment earnings of the insurer attributable to
workmen’s compensation premiums, are regavded
by some observers as the true net costs of admin-
istering workmen’s compansation nsurance.?

Expense and mavgin allowances in premi-
ums.—In establishing the premiums paid by em-
ployers paying less than $1,000 annually, the
National Council on Compensation Insurance gen-
erally assumes that insurers need about 39 percent
of the premium to meet their expenses and provide
a 214 percent profit and contingencies allowance.

The percentage for each expense component in
a fairly typical State, Minnesota, is as follows:

' Percent
Acquisition and field supervision expense
(sales) oocm - 1.5
General administration expense_ oo e 5.4
Claims adjustment expense . ___ ... 8.2
TUXES i 2.7
Profit and contingencies. . . 2.5
Total oo 30.3

1243

For employers paying less than $500 annually,
an expense constant, a loss constant, or both is
added to the premium in most States. The expenss
constant is usually $15 for premiwns up to $200
and $10 for higher premiums: in effect, 15 percent
additional on a $100 dollar premiun; 2 percent
on $500. .

Employers-paying at least $1,000 annually are
rated under either the premium discount or retro-
spective rating plan described in the rext chapter.
Both of these plans reduce the expense and proft
loading as a percentage of the premium because
it costs relatively less to s2ll and administer in-
surance for large companies. Two sets of discounts
aze used for large firms: one set for stock insurers
(or others viecting the stock discounts) and the
other for non-stock insurers (or others using the
nonstock discounts). The nonstock discounts are
lower because insurers electing this discount pay
dividends which may roflect expense savings. On
the portion of the premium in excess of $100,000,
for example, the expense and profit loadings for
stock and nonstock insurets are as follows:

[In pecceat)
Stack Koastack
Insurers insurers
6.0 18.0
4.6 .
8.2 8.2
2.2 ~4
2.0 2.3
23.0 . 3.9

Most of the difference reflects allowauces for ac-
quisition and field supervision and for general
administration and payroll audit expenses.

Actual Expenses

The actual expenses incurred by insurers are
less than the 39 percent expense loading minus the
2.5 percent profit and contingencies allowance.
Table 16.1 shows for 1950 through 1970 the ex-
penses incurred by nonparticipating stock in-
surers, participating stock insurers, and mutual in-
surers expressed as a percent of premiumns earned.

In 1970 participating stock insurers had the
highest expense ratio, about 80.9 percent. Partici-
pating stock Insurers and mutual insurers both
had substantially lower ratios: 25.2 pevcent for
par stocks and 240 percent for mutuals. Non-
participating insurers spent considerably niore on

B R d



cquisition and field supervision expense than
did the other two classes of workmen’s compensn-
tion insuvers. 4 .
For comparison with other social insurance pro-
grams at the close of this chapter, the ratio of
these expenses to benefits paid was for nonpar-
ticipating stock insurers, 484 percent; for partici-
pating stock insurers, 41.4 percent ; and for mutual
insurers 38.1 percent.

Table 15.1.—LOSSES AND EXPENSES I°CURRED AS A PERTENTAGE OF NET PRE.
MIUMS EARNED, BY TYPE OF EXPE(SE AND BY TYPE OF INSURER, 1530-70

Expenses

Commis-  COiher

Year  losses Lloss  sioms  acquisition, Generzl Taxes, Statutory
adjust-  and field 2dmin- licenses, Tolal cndear-
ment broker- supervisian, istration and viiting

age  and collec- fees gain
tiea expense
Nonparticipating steck insurers
1530..... 61.4 10.3 135 .39 S.4 3.8 40.9 ~2.3
195t ... 65.5 9.6 129 3.8 8.9 3.9 33.1 ~5.6 .
1552_.... 65.1 8.8 124 3.6 8.3 3.8 35.9 -1.0
1853 ... 69.6 9.1 122 3.4 8.1 3.7 335 2.9
1954 ... 55.4 8.8 1.3 3.3 8.5 3.5 36.4 1.2
1955 ..., 59.9 8.7 1.5 3.3 8.5 3.5 3.5 3.6
1856, ... 60.2 2.0 126 3.4 8.4 3.4 35.8 3.0
1957. ... 62,1 8.0 12,4 3.2 8.2 3.8 35,6 1.3
. .)958 _____ 63.5 9.0 2.2 3.2 8.4 3.4 35,2 0.3
1959, ... 63,9 8.2 1.1 31 8.3 3.7 3.4 —-2.3
1550..... 649 -84 122 3.2 8.5 3.6 359 —-1.8
1851, .. 65.9 8.2 19 3.3 8.4 3.6 35.4 —-2.3
1952..... 63.0 9.2 1.9 3.3 8.4 3.6 35.¢ 0.6
1863__. .. 63.6 9.0 1.9 3.2 8.2. 3.8 35.1 0.3
1958, 63.4 87 1.2 3.0 .7 3,8 350 1.6
1965..... 65.0 89 1.6 2.9 1.5 3.7 36 1.4
1956...... 64.3 8.7 114 2.6 6.9 3.6 33.2 2,5
1967_.... €3.7 86 111 2.6 6.9 3.7 32.9 3.4
1658 ... 63.2 8.2 10.4 2.3 6.8 3.7 2.4 - 5.4
1939..... 65,1 85 102 2.3 6.7 3.7 3.8 - 45
1970, __.. 63.3 8.5 S.8 2.2 6.6 3.8 30.9 5.2
L Participating stock insurers
1950 .. 60.3 82 &0 3.5 65 2.4 736 L1
1851 .... 69.0 8.7 2.2 3.3 6.2 2.6 23.6 2.4
1952, .. 61.6 8.2 8.2 3.4 6.4 2.7 28.9 9.5
1953 .. 57.0 8.4 8.7 3.5 6.1 2.3 28 14.0
18%4. ... 52.5 8.3 8.0 4.3 6.3 2.2 29.1 18.4
1955 ... 52.4 1.5 7.8 4.1 6.2 2.3 28,3 19.3
1855, ... 5.2 7.9 1.6 41 6.2 2.0 27.8 17.0
1587..... $8.9 7.5 1.0 4.2 6.6 2.1 27,4 13.7
1938, ... £9.5 8.1 8.3 4.1 5.7 2.3 28.5 12.0
1953_____ 62.4 8.1 8.6 36 5.6 2,2 231 9.5
1550, 64.3 2.3 8.0 3.0 5.2 2.3 25.8 8.9
1981 ... 65.3 3.8 1.6 3.2 5.3 2.4 21.3 7.4
1952. ... €5.4 8.6 1.5 3.1 5.2 2.4 26.8 1.8
1¢€3.... 65.0 8.5 2.4 2.9 4.8 2.4 26,0 9.0
jes4.... €626 82 IS 2.7 A6 2.4 5.4 1.0
1955, ... 63,1 8.1 6.8 3.1 4.2 2.3 25.1 11.8
1655 ... 641 8.1 7.1 2.5 a7 2.6 25.0 16.9
987_... €07 8.0 .1 2.3 5.2 2.5 75.1 3.2
1853, 3.1 .6 5.2 3.0 5.6 2,7 251 16.8
s, 577 1.5 5.1 3 5.5 2.7 241 13.2
1972.... 69,9 8.2 5.1 3.3 5.3 2,8 25.2 13.9

Ccuncil on Compensation Insurance,

1234
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| Teble 15.0.—LOSSES AND EXPENSES INCURRED AS A PERCENTAGE OF MET

PREMIUNS EARNED, BY TYPE OF EXPENSE ANO BY TYPE GF MISURER |
1550-79—Coatizuzd

Expenses

Commis-  Other

Year losses Lloss  sions  acquicition, General Taxes, Statulory
adjust-  and field 2dmia- licenses, Total undess
meat  broker- supesvisicn, istration  on writing

age  and coliece fees gain
tion expense
Mutezl insurers
1950.... L9 8.0 2.2 5.2 6.5 3.1 250 13.1
1951.... 622 1.9 2.2 4,7 6.4 3.2 23,4 13.4
1852.... 62.3 1.6 2.1 4.6 6.1 3.2 236 1.1
1653.... 53.8 8.0 2.1 4.5 6.0 32 23.8 16.4
195%.... 55.4 2.6 2t {8 8.1 2.9 2.2 20.4
1855.... §57.2 1.1 2.1 5.4 1.0 2.8 25.0 17.8
1936, _. 55.3 8.1 2.2 5.1 7.1 2.8 25.3 16.4
1957.... 5.4 8.0 2.3 5.3 7.0 3.1 25.7 16,9
1558._.. 62,0 8.7 2.4 5.3 1.4 3.1 2.9 1.1
1659___. 63.% 8.4 2.3 5.1 7.0 3.3 26,1 . 10.1
1850__._ 63,0 8.3 2.4 5.0 6.9 3.0 256 1.4
1951 .. 62.9 85 2.3 5.1 7.1 2.8 25,8 11.3
152 .. E1.4 8.7 2.3 5.1 6.9 3.0 269 12.6
1953.... 65.1 8.8 2.4 5.3 7.2, 3.3 2.9 1.9
1964._.. §63.0 9.1 2.3 5.2 7.0 3.4 27,0 10.0
1965.... 61.4 8.9 2.2 5.2 6.8 3.5 26.6 12.0
1856__.. 6L5 8.5 2.3 43 6.3 3.5 255 - 130
1957.... 64.3 8.5 .23 4.9 6.1 3.6 25.4 10.3
1983 __.. 60.7 8.0 2.3 4.7 6.2 3.6 248 4.5
1959.... €16 8.2 2.2 4.6 59 3.9 24.8 13.6
1970 63.1 8.1 L9 4.5 5.9 3.6 240 12.9

Snurce: Insurance Expense Exhibils (Countrywide), compiled 2nnually by the National

-7

The expense ratios of a” three classes of insurers
were less in 1970 than in 1950. Nonparticipating
stock insurers reduced their expenses by 10 per-
centage points, participating stock insurers by
‘more than three points, and mutual insurers by one
point. The difference between the nonparticipating
stock insurer rate and the mutual insurer ratio
declined from almost 15 percentage points in 1960
to less than seven points in 1970.

Nonparticipating stock insurers were able to
reduce all of their expenses except taxes, licenses,
and fees. Participating stock insurers reduced all
expenses other than taxes, licenses, and fees and
cluims adjustment expenses.

Expense ratioz, excluding claims adjustment ex-
peunses, for workmen’s compensation insurance
over the 10-year period 1961-70 are compared in
table 16.2 with several other major lnes under-
written by property and liability insurers. In only
one line, group disability income insurance, was
the expense ratio lower. Workmen's compearisation
claims adjustinent expenses, between 8§ and 9 per-
cent of 1970 written premiums, were substantially
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greater than the 1 to 2 percent ratio for group dis-
ability insurance but less than the 13 to 16 percent
experienced 1n automobile bodily injury injury lia-
bility insurance. In comparing workmen's com-
pensation insurance expense ratios with group dis-
ability insurance ratios, allowance should be made
for the safety sevvices rendered by workmen's com-
pensation jnsurers, the relative difficulty of adjust-
ing workmen’s compeunsation claims, and the many
small companies that purchase workmen’s com-
penmtton insurance but not group disability
insurance.

Tabls 15.2.—EXPENSZS AS A PERCSNTAGE OF PREMIUMS WRITTEN AND UNDER-

WRITING PROFIT AS A PERCENTAGE OF PREMIUMS EARNED, BY LINE OF
INSURANCE, 1561-1970

Percentzza ol pramiumswriltan Un_tif:r-
wiiling
Lina cf insurance Coramission Othar Total prcv. 253
: 2ad unider- undar-  percantazs of
brokaraze wiiting weiting pramiums
feas expans2st expansast earnad
Stack insurars: .
Viorkmen's compansation.... 10.0 12.5 22.5 4.9
| {1 LN 24.4 15.5 40.9 -.2
Homaowners multiparil..___ 23.2 12.7 35.8 -2.5
Commercial mullipard_ . 13.9 17.2 35.1 .4
Automobils collision. ... .__ 15.9 12.4 23,3 —.4
Aulsrobila bodily injury .
Biabiity e e neaeeens 15.5 13.1 28.8 ~4,7
Automobilz property damaga ' .
Babitity. o iceeceaaaas 15.9 13.5 29.4 -6.3
Croup disabitity insusance . _, 8.5 9.5 18.0 -1
Al liaes combinad ..., 13.0 4.1 32.1 -1.0
PMutual insurers:
Wor} . 12n’s compansation_.__ 2.3 14.5 15.8 12.4
Fire o eimeiecaccamccnaen 15.6 13.1 34.7 12.6
Homzownars mulliparil.. ... 13.8 15.2 3.8 —-4.1
Commarcial multiperil ... 13.8 212 35.0 6.2.
Aulomobita coltision......... 8.1 14.9 23.0 1.7
Automobita badily injury
LS T S 7.8 15.2 23.0 -~1.4
Automobila preparly damags .
Fiability. e oeciacaaceeeas 8.1 15.3 23.4 -5.2
Group disability insurance.__ 2.5 8.6 1.1 .1
All lines combined .. ...... 9.2 15.5 24.7 2.2

"t Excludes loss adjustmant expanses,
Source: “Bast’s Azzradates and Averazas, 1971," pp. 133-142 2nd 203-211.

Workmen'’s compensation expense ratios vary
among insurers also. Table 16.3 shows variations in
total workmen’s compensation underwriting ex-
penses incurred in 1970, less claim adjustment ex-
penses, expressed as a pcrcent'tgb of net premiums
written among a sample of stock insurers and mu-
tual insurers writing at least $10 million in pre-
miwrns each. -

Although, the expense ratios may vary among
States, it is usual to assume that they do not. The
ratios would bhe expected to vary with the average
premium size in the State, premium tax rates,
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population density, and other factors. On the other
hand, one study suggested that the difference be-
tween the conntl‘ymd\, ratio and the ratio for
Minnesota wasnot sig :ificant.?

Profits and Losses

An insurer’s total profit depends upon its under-
writing gain or loss, its investment profs or loss,
and, to 2 minor extent, other income. Its under-
writing gain or loss is measured by how much pre-
miwms exceed benefit charges and expenses. Its in-
vestment profit includes net investment income
(interest and dividends received less investment
expenses) and capital gains, both realized and un-
realized. Unrealized capital gains are included be-
cause insurers are required to record in their bal-
ance sheets common stocks at market value.

Underwriting gain or lo33.—0One measurs of
underwriting gain or loss is provided in table 16.1.
The statutory underwriting profit of an insurer is
determined by subtracting from its earned pre-
miurns its losses (benefits paid) and expenses. The
earned premiums recognize that some of the pre-
miums written in earlier years were for protection
during the current year and that some of the pre-
miums written during the current year were for
protection in the futuve. The benefits and expense
totals allow for amounts that will be paid in later
years for accidents and services that occurred dur-
ing the current year.

According to table 16.1, nonparticipating stock
insurers had a statutory underwriting profit in all
but 6 of the 21 years ending with 1970. In 10 of
those years, the profit equaled or exceeded the 2.5
percent target. The last 5 years were all in this
category.

Participating stock insurers and mutual insur-
ers had a profit during each of the 21 years. Par-
ticipating stock profits excceding 10 percent in
14 of the 21 years, including the last 7. Mutual in-
surer profits exceeded 10 percent in all but 1
year. These insurers returned part of these profits
to their policyholders as dividends. For example,
based on a sampling of National Council files,
Burton estimated that pnhmp‘ltmw stock insurers
paid 9.2 percent of net premiums earned as divi-
dends in 1961-62. Mutual insurers paid 12.2
percent.

Table 16.2 shows adjusted underwriting profits
for the 196150 decade for stock and mutual in-
surers for each of the major lines of insurance writ-
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ten by property and liability insuvers. Adjusted
underwriting piofits ave corrected for the fact that
some expenses should be charged to the next year.
Generally, when premium volume is rising, ad-
justed underwriting profit cx2eeds the statutory
profit. *

According to table 16.2, in the sixties stock
insurer (participating and nonparticipating) ad-
justed underwriting profits were £.9 percent; mu-
tual insurer profits, 12.4 percent. Workmen’s com-
pensation insurance proits exceeded those in any
other line.

Tor the 54 insurers whose 1970 expense ratios
are shown in table 16.3, the adjusted profit ratios
of 40 stock insurers ranged from —3.1 percent to
31.0 percent. The 14 mutual insurers range was 1.5
percent to 22.8 percent.

Table 16.3—DISTRIBUTION OF EXPENSE RATIOS AMONG 53 STOCK AND MUTUAL
ILSURERS YRITING AT LEAST $10 MILLION I3t PREINIUMS, 1970

Stock insurers Futezl insures

Percent of expense ratio t

Number  Pertent Humber Percent

25000 MOTe. o accciccraaanaan ] 22 1 7
0,016 24,9 v e r——————aa 20 50 6 43
500198, o ieiceeaan - 6 15 2 i3
3 8 4 23

2 5 1 7

(11 J, e 40 100 14 109

1 Excludes Toss adjustment expenses,

Source: Derived from *‘Best’s Aggregales 2nd Averages, 1871," pp. 122-124 and .

197-183.

Incurred benefits relative to premimns earned
differed also among the States, with some conse-
quences for profits. In 1970, mcordmrr to National
Council data, among 44 jurisdictions w 1thout an ex-
clusive State fund" the nwnber of jurisdictions
‘with loss (benefit) ratios departing from the na-
tional loss (benefit) ratio by more than 5 percent-
age points was as follows:

Rationz} loss  Stztes with raties et

(beaeft) ratios, feast
excluding effectcf
reinsurance 5 points 5 points
: 2beve below
Nonparticipating stock insurers, ... ... 0,628 8 12
Patticipating steck insurers .610 22 7
Mutcalinsurers ... ... .637 1 16

A study conducted by Georgia State Univer-
sity for the Cominission sheds further light on
he 1961-70 profits of workimens compensa-
tion Insurers.® These investigators analyzed the
. profits earned by 75 stock and mutual insurers,

1216

271

cach of whom wrote at Jeast 0.333 peuc*lt of the
national workmen’s compensation insurance pre-
miums paid private insurers. Together the in-
surers wrote about 76 percent of the national total
(table 16.4). The average workmen’s compensa-
tion insurance statutory undevwriting profit, less
policyholder dividends, for the sample insurers
was 0.5 percent. The high profit year was 1968,
the low profit year 1963. Workmen's compensa-
tion insurance underwriting pmﬁt:, were better
than total underwriting profits in 8 of the 10
years.

Table 6.2 —STATUTORY UROERWRITIHG PROFIT LESS DIVIDENDS AS A PERCENT-

AGE OF EARNED PREMIUMS FOR WORKMEN'S COMPENSATION INISURANCE AND
FOR ALL LITiES COMBINED, 155170

Workmen's Alllines
Year compensation ¢ombined
insurance
-L7 ~0.1
R | .8
-2.1 —-2.5
- Y
.2 -39
.9 -.2
1.0 -1.8
3.7 ’ —3.4
1.8 —4.1
1.0 2.7
.5 ~2.1

Soutce: Tha Centar for Insurance Resear~h, Geosgia Stale Universily, “‘Tha Profit-

" ability of Workmen’s Compensation Insutance,” Apr. 15, 1972,

Adjusted underwriting profit for the decade,
not shown in table 16.4, was 1 percent for work-
men’s compensation insurance, but all lizes com-
bined recorded a loss of 1.5 percent.

Adjusted Joss ratios (losses incurred divided
by earned premiums Jess dividends) for the sam-
ple insurers varied widely from State to State.
The variation could not be explained by the type
of agency administration, the level of benefits,
the presence of competitive State funds, or mar-
ket penetration by competitive State funds. Out-
side exclusive fund States, Arizona had the low-
est ratio, .525; Delaware the highest, .733.

Total profit.—Georgia State University also
provided estimates of the total after-tax profit-
ability of workinen’s compensation Insurance com-
pared with all lines combined. Table 16.5 shows an
average total after-tax profit of § percent of earned
premium for workmen's compensation insurance,

S percent for all Jines combined. Workmen’s
compensation profits were higher than profits for
all lines in 5 of the 10 years.
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Before-tax profits were 9.2 poxcent for work-
men’s compensation insurance, 8.8 percent for all
Jines combined. Of the workmen’s compensation
before-tax profit about 11 percent was adjusted
underwriting profit, 66 percent net investment
income, 9 percent realized Lapxtal gains, and 15
percent unvealized camtal cains. For all lines
combiuned, the respactive pexcmtagea were: —17,
%5, 16, and 27. The lesser dependence of work-
mer’s compensation profits upon capital guins
produced favorable earnings for that line.

Profits of other industries are commonly ex-
pressed as a percentage of net worth instead of

sales. After-tax profits on net-worth for the 75

insurers are in table 16.5.

Tabl2 165.~TOTAL AFTER-TAX PROFIT (LESS DIVIDENDS) FOR WORAMEIN'S
COMPENSATION {NSURANCE AND FOR ALL LINES COMBINGD, 1551-72

Percent of earaed pramiums Percent of nzt worlh

s 2ar
Workman's Aliines Warkman's All fines
compansation comaznsation

12.1 17.7 13.3 20.%

18 .8 1.8 .9

9.5 11.$ 9.2 12,7

10.5 10.8 9.8 13.8

8.8 7.2 1.7 1.3

5.8 8.0 6.0 8.8

10.2 10.5 121 13.4

1.7 8.8 13.8 111

2.4 ~2.1 2.6 -2.9

7.4 4.2 1.3 7.2

Average __.. 8.0 1.7 9.3 3.0

Source: Sam2 as table 16.4,

" Workmen’s compeusation total profits were
only slightly higher than the total profits for all
lines. The higher adjusted underwriting profiis
on workmen’s compensation insurance were offset

by lower investment income and, to an even greater

extent, by higher income taxes.

The investigators “found no statistical evidence
to indicate that after-tax profit from all sources
for workmen’s compensation insurance is signifi-
cantly higher than profit on other I
mmsurance.”

Comparison with other industries.—In order
to determine how the profits of 1nsurers compared
with the profits of othev industries, the after-tax
profits of the sample insurers were compared with
the after-tax profits of other industries veporierd
each April by the First National City Bank of
New York. _

- Workmen’s compensation insurance return on
sales ranked tenth highest among 66 industries;

- F
23 O&
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all insuvance profits were eleventh hiZhest. On net
worth, however, among 62 industries, the work-
nmen’s cmnpf-nsqtion insurance profit was four-
teenth Jowest. All insurance profits on net wor th
were eleventh lowest. :

The rate of return generally is expected to yary
with the risk. The Georgia State University in-
vestigators found little reJationship bet ween aver-
age rates of return for the various industries and
the risks implied by theiv standard deviations or
variances. Nevertheless, they applied a regression
line to the data. The rate of retwrn indiceted by

. this line for insurers exceeded their actual return.

The investigators were “not prepared to say
that the present rate of return on workmen’s com-
pensation insurance is inadequate,” but they
“found no evidence to indicate that the insurance
industry as a whole is earning excessive profits
on workmen’s compensation insurance.”

STATE FUND EXPENSES"

State funds, on average, have lower expense
ratios than private insurers. During the past 20
years, State fund expenses, excluding loss adjust-
ment expenses for certain competitive funds, have
averaged about 9.1 percent of premiums written.
Exclusive fund expense ratios were about. 6.4 per-
cent of premiums; competitive fund ratios about
11.5 percent.” ' '

These expense ratios vary markedly. Over the
five year period, 1962-66 and during 1970 the
expense ratios were as follows: -

1952-65 1970
Exzlusiva funds:
Newada e ve——— 12 .11
torth Dakota .09 .03
[0 311 T L0 .04
Washieglon 11 .1
Vlest Virginia. . .05 .08
W OMING. e ireeaecaamaeeceremarmraa e anan .10 .07
Compelitive fucds: :

ANizON3. ..o cacaanas .12 14
Catiforria._ .. .14 .C3
o1 {255 1 RN A1 .03
L .t .20
[2F7% 1 F .21 LES
MCI 230 e e e e et .23 .27
TA0ALANI. e eceeece e eeeeennnenaan .06 .03
Mew York.... .31 .15
(1735 H T T T S .12 .10
O1E20M. e o eeeceeeeceemcm e eaeeacoaannan B .10
Pennsylvania. ceeeeeniiimem e aeeaees .35 .03
L1153 IR, sesemmmamcacsanmanen imaan .03 .03

A ==Mot availabla,
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The lower 1970 ratios for some of the competi-
tive State funds can be explained in part by the
exclusion of claim adjustment expenses in the 1970
data but not the 1962-66 data. Because of the Jack
of uniformity in reporting, State fund opevations
ave diflicult to analyze but even these admittedly
impertfect vatios suggest low expenses and con-
siderable vaviation among the States.

If all State funds operated as do most mutuals
and competitive funds by charging a higher
premiwmn than necessary and returning a dividend,
the average State fund expense ratios would be
even less than 9.1 percent reportec above.

State fund administrative expenses have aver-
aged about 13 percent of benefits paid over the past
two decades. Including an estimated allowance for
loss (claim) adjustment expenses would raise the
expense ratio to between 11 and 11 percent of
premiums written and between 16 and 20 percent
of benefits paid.

Average State fund expense ratios are less than
average private insurer cxpense ratios first be-
" cause exclusive funds have no appreciable selling
or acquisition charges. Although - competitive
funds have ne monopoly, few employ salesmen and
those that do incur se Hm(r expenses less than pri-
vate insurers. Second, State funds incur lower loss
adjustient expenses because many provide limited
or no local claim service and probably pay lower
sajaries. Third, most State funds are excused from
State and Jocal taxes. All are exempt from Federal
taxes. Fourth, general administration costs are
less because of lower salaries and, in many State
funds, less is spent on safety programs.

Critics of State funds often claim that their ex-
pense ratios would be higher if they were not
subsidized. Except for the exemption from certain
taxes, however, only one fund admits an adminis-
trative subsidy by the State.

INSURED EMPLOYER COSTS

Purchasing insurznce does not relieve employers
of administrative costs entirely. Insured employers
must Jeep records and file accident reports. Also
they commonly supplement insurer :1chy pro-
grams at their own expense. ‘

SELF-INSURER COSTS

Self-insurers should have the lowest administra-
tive costs of all. They elect to self-insure in expec-

v
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tatton that they will Incur fewer administrative
expenses than in the insnrance premiuwn., FPurther-
more, they tend to be large employers benefiting
from cconoinies of seale. The actual ¢xpense ratio
of self-insurers is unknown. Many self-insured em-

ployers do not keep records of their administrative
_expenses

for workmen’s compensation. Many do
not recoy-.ize all the expenses (e.g., claims adjust-
ment expenses) that they incur. The Social Seeu-
rity Administration estimates the administrative
costs of workmen's compensation at from 5 to 10
percent of benefits paid by self-insured employers.

FEDERAL EMPLOY EES COMPENSATION
ACT

Under the Federal Xmployees’ Compensation

‘Act, financed through Congressional appropria- -
tions, the U.S.

Government can be viewed as a
self-insurer of its oblizations under tue Act with
the same possibilities for saving expenses as pri-
vate insuvers. In fiscal 1971, total benefit payments
were $163,214,939. The administrative cost was

270558, only 3.2 pereent of benefits, In fiseal
1“6t ; bulents totalled $39,145,528. Administrative
costs were $3,320,64 or 3.7 percent. In comparing
this performance with that of ¢ther sclf-insurers,
it is necessary to allow for economies of seale in the
Federal program and the relatively hizh FECA
benefits.

STATE ADMINISTRATIVE
AGENCY COSTS

The administrative costs of workmen's compen-
sation also include expenses incurred by industrial
commissions and other State agencies supervising
insurers and exercising adjudicative and enforce-
ment powers. According to a National Commission
survey of industrial commissions in late 1971, State
ageney administrative costs exceeded $95 million
or aliout 3 pereent of 1970 compensation payments.
These expenses do not include the small amounts
speni by State inswrance departnents regulating
the workmmen's compensation business of private
insurers or the costs of administeving the program

- for Federal employees discussed nbm c. TIIL}' do

include expenszes incurred in some compctiti\’
fund States and all exclusive fund States in ad-
ministering the State fund.

The extent and types of services provided by
the various State agencies affect the cost of ad-
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ministration. Services may be perforraed directly
by the workmen’s compensation agency ov by other
cooperating agencies, depending upon the indi-
vidual State. Unrelated dutics assigned to some
State agencies such os the administration of the
temporary disabdity benefits program in New
York aud the administration of the Tort Claims
Act in North Cavolina also are reflected in total
costs. ’

The organizational structure of the State agen-
cies makea it difficult to compare their administia-
tive costs. As indicated in chapter 14, while most
States have regulatory agencies, some arve court-
adwinistered and others administer State insur-
ance funds as well as the workmen’s compensation

law. State ageucies using court admini"‘mtion do

not have ad]uchcatne dut1e>. State fund jurisdic-
tions supervise payment of claims in addmon to
their administrative regulatory functions.

Also dificrences in accounting and budget pro-
cedures hamper cost fm‘lly<53. The degree of such

“variations among agencies discourages atterapts at

comparison concerning costs. It is possible, how-
ever, to show what States spend mduxdmlly on
the administratizn of workmen’s compensation
and to indicate the source of their funds (table
16.6). For the majority of State agencies, the
accounting period for the budget presented is the

fiscal year.

Table 15.5—WORKMEN'S COMPENSATIC  ASENCY ADMINISTRATIVE BUDGETS
AND SOURCES OF FUNDS

Total workmen’s
compznsation adminis- Source of fuads
trative budaet

Surisdicti -
Amaunt Fiseal Genaral Assess-
received year 2pproprias maats Otzr
endin2 tions '
Alabama_ _..____.__. §75,009 10-31-72 $75,C00 -_ ............

Alaska___ 156,500  6-29-72 155,500 wocecncennnnas maen
Arizona.. 1,440,827  6-30-71 271,831 $1,105,773 1§53,133
Arkansys, 405,731 6-30-71 ... ....... 625,253 1ociiannan
Califoraia......... 9,403,035 6-20-72 8,405,085 .u.iemniininnnaaeanas ’
Colorado, ... ... (&) ) ) R 44 ] ™
Connacticul. 491,318 6-30-71 Leeeeeo... 451,318 e
Delawara. .. ....... 63,520 6-32-71 69, 500 407,335 . oiiiceeconn
District of Columbia. ™) ) (@] (4] (&)
Flofida._.......... 4,535,479 6-33-71 243,561 3,632,055 720,853
Georgia 771,690  8-30-71

Guam_. 27,3713 6-33-11

Hawaii. 475,75 6-33-12

fdaho.. 225,723 6-32-72

filincis 1,635,500 62072 1,635,500 ..cereerenimiaeieaeaan
Indiana 257,235 6-3>-71 s A . S
fowa... 133,823  6-3)71 135,820 ..o.......

Kansas. . 334,322 6-32-71 71,870 265, 434

Kentueky. . 673,831 6-20-71 ............ 1,053,120 _.

Louisiana HA NA MNA HA e

See footnotes at end of table,
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Tablz 16.6WURKMEN'S COMPENIATION ASENCY ADM'MISTRATIVE BUDGEY
AND SOURSES OF FULBS—~Continuad

Total workmn®s
compensaticn aZmingse Soutce ¢! funds
L Ualive budaat
" Jurisdiction

Amsuni fizgal Gen2ra} Assesse
[ELEEL yair anprIdi- mats Oer
eading bans
Maina L .o.o.l. 195,537 €-20-72
Mayland ..o . 1,200,050  6- 1-72 $1, 200, 6ot
Massachuselts. 1,222,225 6-3C-72  1,533,.50 255,123 §39, 000

Michizan_ ..
Blinnasola
Hlississippi..
tissouri..

1,700,630 6-30-72 L, 700,00 ... ...

854,020 6-20-71 722,300 ... 35
- 530,4i3 12-31-11
. 1,085,030 €-30-72

Montana .o .. ... 1,393,133 7-1-72
MNabraska. ... ... 233,433 6-30-72
Navada 2,459,809  6-20-72

tlew Hamoshira . __ 31,233 6-20-70
Maw Jorsey_ . 1,853,007  6-30-71
Mew Mexico. .. 8174337 6-30.21
M2w York..... 17,343,020  3-31.72

134,499 7-1.72 758,433 ... 1330
65,705  6-20-72 685,705 .o
.%9,303,033  6-30-71 .. _........ 8,372,723 19N 3
279,922 12-31-72 258,906 .. ooo ... 82],¢
3,004,C63  6-30-71 _._._....... 4,284,277 31.¢

1,553,972 6-20-71
9,750,530 12-31-70

331,175 §-20-71 105,780  1214,289
South Caralina_ 542,822  6-30-72 §42,922 5
South Dakola 186,000  6.30-72 158,060
Tennassea, , ___.... 163,700 6-30-72 133,700
Texas. . o ieeeeee. 1,655,221  8-3t-12

Puerto Rica. ..
Rhod2 Island__

Utza..... - 177,750 6-39-.72 177,79
Vermont.. . 129,Cs0  6-39-72
Virginia... .. . 793,250

Virgin lslands._ - 158, 858

Y/ashinglon_ . _..__. 9,23%,220
West Virginia....... 1,324,797
Wisconsin.__..._... 122, 428,432

Wyoming .. ....._. 658, 620

1 Federal grants,

2 Cost of administering setf-insurance asa-s,ed azainst se.l-m:ufer,

3 Refunds,

4 Pegistration feas and miscellansous r2funds,

8 Yiorkmen's campaasation premivem facoms,

$ Budgat for entire operation of S'ala Laber and Industrial Commission of whi
Wetkmen's Comp°nsa"on Division is 2 part, ~

7 Penalties.

¢ Courtcosts.

* Entire budzat intledes Bureau of Viorxman's Com,r:ensa.mn, Industrial Coi
mission and Safely and Hygizns.

13 State genaial fund.

1 Curative centre fun

12 Includes budgat for m:‘ustml safaty,

B fatarest on amount in resarva fund; for biznnium, Exclusiva Stats jund.

*ilo data, .

NA =« ot apalicable,

Source: Rasponses fram workmen's compensalion 233ncizs o questioanaira.

In some States where the ageney is not budgete
indopnndentlv the workmen’s compensation divi
sion may find itself bearing a poxhon of a pare
deparvtment’s expenses. In Wisconsin, such es
penses nclude but are not limited to supplies am
a prorata share of rent. Unlike Wisconsin, the Du
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au of Workmen's Compensation in Pennsylvania
not charged for services of the parent
organization.

Methods of Financing

The principal methods of financing an agency’s
administrative expenses ave appropriations from
general revenues, mncome from State Tund opera-
tions (including net inconie from investments),
assessments on insuvance premiwns, licensing fees
for writing workmen’s compensation insurance,
and an earmarked payroll tax.? The assessment
method of financing is the one recommended by
the Corneil of State Governments. Most adminis-
trators prefer to have workmen’s compensation
costs finauced through assessments rather than
Jegislative appropriations.!® Such a method of fi-
nancing provides funds on a relatively regular
and predictable basis with less need to compete
politically with other agencies for public funds.

Regardless of the source of funds, they ave
. usnally appropriated by State legislatures before
they are available to the agencies. Many agencies,
financing by assessment, must turn funds over to
gthe State treasury to be appropriated to the work-
‘nen’s compensation agency, as if they were fi-

nanced by general revenues. Exceptions to this
gereral procedure are in Connecticut, Minnesota,
Mississippl, New York, Pennsylvania, and Rhode
Island. :

As indicated earlier, many administrative costs
associzted with workmen’s compensation are
borne by private insurers, State funds, and self-
insurers. In approximately half the jurisdictions,

- because the administrative expenses of State in-
dustrial commissions and similar agencies are fi-
nanced through assessments against these insurers
and self-insurers and have, therefore, already been
included in the costs of insurers and sel{-insurers,
they do not represent an additional cost of work-
men’s compensation. In the other half of the juris-
dictions, where administrative cxpenses are fi-
nanced through appropriations from the general
treasury, such expenses represent a cost of work-
men’s compensation additional to that charged in
premiumns.?! More than 60 percent of the €93 mil-
lion in administrative expenses noted above were

nanced throngh assessments. Consequently, only

‘bout $37 million represents an addition to the

1250

275

costs already reported for insurcrs and self-
insurers,

Assessment as a means of financing has been in-
creasing. Rhode Island has an assessment that is
reserved for the cost of operating the rehabili-
tation facility for workmen's compensation bene-
ficiaries. The Florida assessment method is utilized
effectively in supporting the workmen’s compen- -
sation, rchabilitation, and safety programs. Table
16.7 presents the basis of assessments for cach of
the States using this method to finance adininis-
trative costs. '

Table 16.7.—AGENCIES USING ASSESSMENTS TO COVER ADMBUSTRATIVE COSTS

Jurisdiction Easis of assessment Disposition of money not utilized

Arizona, ....._.. 2 percenton premivmsS. .o oen s Reverts to special funds of -
’ industrial cammission
Arkansas___..... 114 percent premivms!. ... Remains ia workmen's com-
’ pensation fuad for approptia-
. tion,

Coloralo.__...... 0.5 parcent on premiums. ... :
Connecticut. ... Prorated ca Compensation

payments,
Delavare. ... 4 percerton prémiums.. ... Turned over to zeners! furd.
Florida. __ ... Rzximum 4 percent 00 grass Pemains in the fund,

earned premiums.,
Georgid. onnans Protated. o cccacnan Eschealed to general fund,
fdeho. o omeeeao. 1.3 percent oo premivms....... Rzmainsinindusirizl sdmine -

istraticn fund.

Kensas..__.._... 0.0134 on total compensalion  Surplus goesinto an unappro-
paid. L priated zccount.
Kentucky_ ....... 2 parcent on premiumsd, ... Remairs in mainlenance fund,
.- Maiylaad. | IR o 113 CF: N No surplus, assessment mada on
actual approptiations. ’
Mississippi..c.... Prorated on basis ¢f total Placed in Stale treasyry.
compensation paid.
* Missousi ..o ... 3 perceat on premiums. ... Remains in workmea's com-

pensation fund.
Montena......._. 10 percent e premiums (State  Felures lo ag2ncy account.
fund), 2nd 3.25 percent on
premiums (privale carriers),
€.C3 percent ¢a payroll.

New Yerk ... 0.053 percent on compensatien  Carried over to folfowing year.
peymeats.

Ohio. e Asszssment on premivms based  Reteined in Stale generel fund.
¢a payroll,

3.72 percent on premiums. ... Relained in resarves,
.. &Y% percent on premiums. ... Surplus gozs inte general
appropriation,
Texas. _..ooeunn 17 of 1 percent on tne premiums, Reaporopriated by legistature.
Virginia®_._...... 1.5 percent on premivms_.. ... Remzins in fund.
Washinglon. . .... 12.3 percanl ontatel premiums._ . Surplus reverts lo workmen's

compensation funds.

1 htey beincreasad of reduced by Commission,

2 Assessment suspanded if surplys exceeds $303,000 in any year.

"Sources: Anzlysis ¢f Workmen's Compensation Laws, 1372 edition, U.S. Chamber cf
Commercz pp. 4122, Quastionnaire respanses reczived from werkmen's compensation
2gencies. .

LONGSHOREMEN'S AND HARBOR
WORKER'S COMPENSATION ACT

The final item to be reviewed is the expense of
administerving the Iongshovemen’s and Harbor
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Workers' Con\.pmsatio'\. Act and related Tederal
acts. (The cost of adnunistering the District of
Columbin Aet has already been included in State
agency administrative costs.) Data ave avml-\ble
on these administrative expenses but without hard
aggregate data on beuefits. In 1967 an evaluation
of clesed cases inc‘icnted total cash benefits of
about $18,678,000. I, a5 was true under State pro-
‘grawms, mechcal benefits were about one-third of
total benefits, cash and medical benefit payments
would have been $28,300,000, Achninistrati"e costs
were $1,546,000 or about 5.5 percent of beunefit pay-
ments as cstmmtwl above.

"The relative cost of administering the Longshore-
men’s Act is higher than the operating expanse of
most State agencies. This may be explained in pavt
by the comparatively high salaries paid to heavings
pevsonnel and travel and coramunication costs for

operating country-wide with a relatively smal
number of covered employees.

TOTAL ADMINISTRATIVE CGSTS

Summing the expenses and underwriting profits
of private insurers, State funds, self-insurers, the
Federal Government program, and State adminis-
trative agencies produces a total 1971 administra-
tive cost of about $1.4 billion or 43.1 percent of
benefit payments. Investment profits of private in-
surers ave not in this total. Private insurer ex-
penses and profit were obtained by subtracting
Josses incurred from premiums carned. State fund
expenses were estimated at 18 percent of their losses
piid, Federal Employees’ Compensation Act costs
at 3.2 percent, and self-insuved program costs at
7.5 percent. State admiuistrative agency costs not
covered by assessments on insurers and seli-
insurers wwere assumed to be $3S million.

. In Table 16.8, these
compared with those of four other major public
programs, all of which, except the railvoad retire-
ment program, were described in chapter 5.

The railroad retirement system is administered
industrywide by the railroad retivement board, an
independent Government agency that covers all
employces of interstate vailvoads, associated com-
panies, and labor and management associations of
the railvoad industry. This program provides a
comprehensive system of cash benefits similar to
OASDHI which includes monthly benefits for rail-
road workers who retire due to age or disability

administrative costs are

R R R Tl T ST P R PO

and for their wives or dependent husbands
monthly and lump-stun benefits to widows, chil
dren and pavents; and residual payments desiianad
to insure that the worker and his family receive a
Teast as much in benefits as the employee has con
tributed in taxes.

Prograwm changes in recent yeavs have broaidenac
the scope of benefits and liberalized eligibility
requirements which have resulted in increased in
dividual benefits, as well as increasing the awmoun
of creditable earnings. The program is financec
by equal contributions from employers and em
ployees through payroll taxes on creditable wages
A temporary supplemental anauity program, re
ceutly enacted, is financed by a tax ou ewmployer
of 2 cents per man-hours paid for.

The ratio of workmen’s compensation expense
to beuefits is about three times the ratio for unem
ployment insurance and temporary disability in
surance, 13 times the N ASDHI ratio, and 44 time
the railroad retirement system ratio.

Tablz lo 8. ~TOTAL ADMI"“STRATI‘IE COSTS OF SOCIAL INSURANCE PROGRAM:
FISCAL 1971

In thousands ¢f dotlars Administrative

Social insuranc2 prazram Baazfit Tot3l ;e):c:e(:'st gf
payments administrative benafits

: costs paymanls

Yiorkmea's compansationt..__. 3,207 . 1,400 43
014 aza, survivers, disadility, ’

and health insurance ....... 34,432 11,133 : 3.
Raifraad ratirament. | ... 1,910 18, 525 1.
State uaemploymant iasurance. 5,223 : 732 14
State tamporary disabilityt__.. s : 84 13.

1 1570 calandar yezr

2 tnctudes $397, 443, 600 for administraliva expenditures of the h=3hn insusance
tha azad prozram.

Saurce: Workmen's ccmpansation estimates explained in !oo\nme 7; other estimat
derived from Social S2curity Administration uapublishad data.

Usemployment insurers, - as exclisive Stat
funds, incur no selling expenses and pay no pre
mium taxes. They perform no loss preventio:
services. Temporary disability insurance is writ
ten by an cxclusive State fund in Rhode Islan
and by competitive State funds in California, Nes
Jersey, and New York. Private insurers pay onl
one quavter of tho benefits provided under th
laws; and their expense ratios, for the reasons ey
plained carly in this chapter, under actual e
penses, are Iess than w o1];mens compensatio
insurer expense ratio.

OASDIII has no selling expenses, no premiur
taxes, and no safety program expenses. It als

R
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.IjOYS huge cconomies of scale and its death and 4. Jomm F. Burten, Jr, “Interstate Viriations in Em-
retivement claims are much casier to adjust than ployers’ Costs of Workmen's Cowpensation” (Kala-
Jemson” sation claims. Furthe rmore, itis mazoo: The W. E. Upjohn Institule for Fmployment
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worknien s compensation el ¢ Resecarch, May 1965), pp. 24-25.
provided small subsidies such as rent-free space in 5. The District of Columbia plus 43 States. Oregon data
Government buildings. . were not available. '
Railroad retivement administrative expenses are 6. The Center fUl}}I”S{:*"“}:eb'll’j‘is‘—‘a;d;: Gl‘-‘mglﬂ Sctute
. R T gt University, “The Proiitability of Workinen's Com-

low because this pr ogratm pi ({\'ld@b only refin exnen.t, pensation Insurance.”

dexth, and long-term disability benefits; though 1t . 7, sifrea M. Skolnik and Daniel N. Price, “Auother Look
is not as large as OASDHI, it enjoys economies of at Worknien’s Compensation,” Social Security Bul-

scale and most of the other cost savings charac- letin, NXXIII, No. 10 (October 1970), pp. 22-23.

L. 8. 1962-66 data from Williams, “Insurance Arrangements
teristic of that program. Under Workmen's Cumpensation,” op. cil., pp. 1:J,
165. 1970 data from 1971 Argus F.C. & S. Chart,
References to Chapter 16 95th annual edition (Cincinnati: The National Un-
1. Adap .d from Ralph II. Blanchard, “Risk and Insur- derwriter Co., 1971).

ance” (Lincoln: University of Nebraska Press, 9. “Workmen's Compensation, The Administrative Orga-
1¢65), pp. 291292, . nization and cost of Administration, op. cit., p. 94
2, Ivid., p. 202, : - - 10. Alfred M. Skolnik, “New Denchmarks in Workmen's
3. Report of the Interim Commission on YWorkmen's . Compensation,” Social Security Bulletin, vol. 23,

Compensation,” submitted to the Minnesota Legis- No. 6 (June 1962) pp. 17-18.
lature of 1953, pp. 23-26. "11. “kKebabilitating the Dxxab)ed Worker,” op. cit., p. 42.
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. GENTLEMEN:

My NaME 1S CLAUDE MATTHIS, I Aﬁ THE ASSISTANT MA&AGEé OF THE
OrReGoM STATE ACCIDENT INSURANCE Funp., 1 AM HERE TODAY IN RESPONSE TO
YOUR INVITATION TO DISCUSS OREGON'S THREE-WAY SYSTEM FOR-WbRKMEN'S
'COMPENSATION INSURANCE ., HOW THAT SYSTEM CAME INTO-BEENG IN MY
STATE .. WHAT CHANGES HAVE TAKEN PLACE SINCE THE THREE;WAY LAW WENT
INTO EFFECT IN 1966 ... AND FINALLY ... TO TAKE THE LIBERTY OF GIVING

YOU MY FEELINGS CONCERNING THE QUESTION NOW BEFORE THIS COMMITTEE.‘

But BEFORE I BEGIN, LET ME COMPLIMENT YOU ON THE ééRESIGHT You

’ *,,HAVE'SHOWN IN SEEKING OUT SUCH INFORMATION FROM.THOSE WHO HAVE ALREADY

'BEEN THERE, | CAN'T HELP BUT WONDER WHAT MIGHT HAVE HAPPENED IF

OREGON HAD TAKEN THIS APPROACH BACK IN'1965; PERHAPS TobAY WE WOULDN'T

BE ONE OF THE MOST EXPéNSIVE WORKMEN'S COMPENSATION INSURANCEASTATES

IN THE UNION. PERHAPS WE ALSO WOULDN'T HAVE A.SITUATION WHERE SOME

OF THE VERY GROUPS THAT WORKED SO HARD TO.ESTABLISH A THREE-WAY SYSTEM
w!zu ~

ARE NOW THOSE WHE&H» WHILE STOPPING SHORT OF ADVOCATING A RETURN TO

.. AN EXCLUSIVE STATE FUND, ARE SOME OF THE MOST VOCAL IN THEIR CRITICISM

OF WHAT THE SYSTEM HAS BECOME.



BECAUSE, GENTLEMEN, REGARDLESS OF WHATEVER ELSE A THREE-WAY
SYSTEM IS ++. ONE THING IT IS FOR CERTAIN ... IT IS EXPENSIVE.
IT REQUIRES A L\RGER CAST OF CHARACTERS THAN DOES AN EXCLUSIVE

FUND, THOSE ADDITIONAL PARTICIPANTS BRING WITH THEM ADDITIONAL

.coSTS. UNDIR A THREE-WAY SYSTEM YOU HAVE EXPENSE FACTORS, SUCH AS

ACQUISITION COSTS, PROFITS AND REGULATORY COSTS, NOT FOUND IN AN

EXCLUSIVE FUND STATE.

-

JUST HOW MUCH MORE EXPENSIVE IS THREE-WAY? WELL, OBVIOUSLY

THAT VARIES FROM STATE TO STATE DEPENDING ON SUCH THINGS AS THE
REGULATORY COSTS AND PERCENTAGE JF PROFIT WHICH ARE APPROVED AT THE

TIME THE RATES ARE ESTABLISHED.

I CAN., HOWEVER, GIVE YOU AN ILLUSTRATION OF WHAT A THREE-WAY
/

SYSTEM C0STS OREGON EMPLOYERS., THE BEST WAY TO DO THAT IS TO DIVIDE
THE COMPOSITION OF THE BASE RATE INTO TWO AREAS: "INSURANCE SYSTEM

!

Costs” AND "DELIVERY SysTem CosTs.” THE INSURANCE SYSTEM COSTS ARE,
OF COURSE, DETERMINED BY THE TYPE OF SYSTEM USED, A THREE-WAY
SYSTEM IS OFTEN THE MOST EXPENSIVE: AN EXCLUSIVE FUND THE LEAST.

WiTHIN THE DeELIVERY SYsTEM CoSTS ARE INCLUDED BOTH THE COMPENSATION
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BENEFITS PAID TO INJURED WORKERS, AND ALL RELATED MEDICAL AND

LEGAL COSTS PROVIDED FROM THE DATE OF INJURY TO THE.FINAL DIS-

POSITION.

IN OREGQN, WE FIND THAT 58,87 OF THE BAéE RATE Ié INTE&hED

TO PAY FOR THE DELiVERY'SYSTEM \v. AND THAT THE REMAINING 41,27
1S INTENDEﬁ TO COVER THE EXPENSES OF THE IquRANCE SYSTEM, PRIOR_

To 1966, UNDéR THE FORMER STATE INDUSTRIAL ACCIDENT COMMISSION,
ROUGHLY 90¢ oUT OF EVERY DOLLAR COLLECTED WENT'INTO THE DELIYERY.

SysTeMm AND 10¢ INTO THE INSURANCE SYSTEM,

Now CERTAINLY | DON'T MEAN TO IMPLY THAT JUST THE CHANGE TO A
"—*}HREE~WAY SYSTEM WAS RESPONSIBLE FOR MAKING OREGON THE MOST EXPEN-
SIVE wdRKMEN’s COMPENSATION STATE. THERE ARE NUMEROUé OTHER FACTORS:
INVOLVED IN THE DELIVERY SYSTEM WHICH HAVE ALSO-AbDEﬁ GREATLY TO THE
cOST, THESE INCLUDE A VERY COMPLICATED AND EXPENSIVE APPEALS SYSTEM,
VARIOUS COURT DECISIONS, AND CERTAIN LIBERAL DEFINITIONS WHICH DO NOT .
Exrsf IN MOST OTHER STATES, AND WHICH CONTRIBUTE TO SUCH HIGH‘COST

\

AREAS AS PERMANENT ToTAL AND PERMANENT PARTIAL DI?ABILITY AWARDS ,

BUT THE FACT REMAINS THAT ANY DISCUSSION OF THE MERITS OF A

THREE-WAY ,., OR OPTIONAL SYSTEM .., MUST BE MADE WITH THE UNDERSTAND-
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ING THAT., BY ITS VERY NATURE: SUCH A SYSTEM CREATES ADDITIONAL

- EXPENSES,

NoW .. WHAT‘DIb OREGONIANS GET FOR THAT EXTRA COST? THE
EMPLOYER GOT THE OPPORTUNITY TO CHOOSE BETWEEN THE STATE FUND OR A
PRIVATE CARFIER, SUCH A CHOICE COULD BE BASED ON STRICTLY PERSONAL
FEELINGS, OR IT COULD BE THE RESULT OF COST AND SERVICE CdﬂPARISONS.

A FEW OF THE LARGER FIRMS WERE FINANCIALLY ABLE TO ESTABLISHVSELF~‘_
INSURANCE PROGRAMS, INITIALLY. THE WORKER GOT HIGHER BENEFITS , SINCE

A 257 INCREASE WAS PART OF THE THREE-WAY BILL PACKAGE, A& ADDITfONAL
200.000 WORKERS; MANY OF THOSE IN AGRICULTURAL, WERE BROUGHT UNDER THE
LAW FOR TQE FIRST TIME, AND BOTH THE EMPLOYERTAND THE wbRKgR GéT THE
PROMISE THAT OUT OF THE COMPETITION OF A THREE-WAY SYSTEM WOULQ COME
GREATER SAFETY AWARENESS. BETTER CLAINS HANDLING AND AN OVERALL‘IMPROVEQ

MENT IN THE EFFICIENCY OF THE SYSTEM,

IN PREPARING THESE REMARKS FOR THIS MORNING ..; I SPENT SOME TIME -

* RE~READING THE NEWSPAPER ACCOUNTS OF THIS PERIOD IN OREGON HISTORY ..,

SO THAT | coULD GIVE YOU A BRIEF OUTLINE OF THE THINKING OF THE TIME;



1207
o PrioR To 1966, THE OREGON STATE INDUSTRIAL ACCIDENT CommissIon

OPERATED AN EXCLUSIVE FUND WITHIN THE STATE. PRIVATE CARRIERS COULD
NOT WRITE WORKMEN'S COMPENSATION INSURANCE, BUT COULD PROVIDE EMPLOY-

~ ERs LIABILITY COVERAGE. THERE WERE NO PROVISIONS FOR séLFfiNQURANCE.
I& EACH OF THE THREE LEGISLATIVE SESSIONS PRIOR TO 1965, EFFoéTs HAD N
'BEEN MADE TO OVERHAUL THE SYSTEM, DURING THAT PERIOD THERE WAS LITTLEi
CHANGE IN BENEFIT SCHEDULES, SINCE, IN THE LEGISLATIVE GIVE AND TAKE.
THE VOTES WERE NOT THERE UNLESS THE SYSTEM WAS CHANGED ALONG WITH THE

BENEFITS,
o

IN AN EFFORT TO RESOLVE THE ISSUE, AND WIT! "I'HE BELIEF THAT THE
WORKER WOULD FAIR BETTER U.NDER AN EXPANDED, EXCLUSIVE STATE FUND, THE
Orecon AFL-CIO SPCNSO'RED AN INITIATIVE WHICH A'skED THE PEOPLE OF
OREGON TO EXPAND WORKMEN'S COMPENSATION COVERAGE TO MOéT oé THE WORK
FORCE, TO 'INCREASE BENEFITS BY lg%Z‘AND TO GIVE THE STATE SOLE JURIS-

DICTION OVER SUCH CGVERAGE,

IN THE wEEKS PRIOR TO THE 1964 GENERAL ELECTION, BOTH SIDES CON-

_ v
. -
. DUCTED ACTIVE AND EXPENSIVE CAMPAIGNS, THOSE OPPOSED TO MEASURE Trass>

-

INCLUDED: THE STATE'S FOREST PRODUCTS INDUSTRY., WHICH FAVORED SELF-
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INSURANCE UNDER A THREE-WAY SYSTEM: MOST BUSINESS AND MANUFACTUR-

. ‘ Sobsiapgha T
ING CONCERNS, WHICH FEARED EXPANDED COVERAGE AND A HEFEGRIC RISE

IN PREMIUMS: AGRICULTURAL INTERESTS, WHICH WERE OPPOSED TO COVER-
AGE OF THEIR WORKERS: AND, OF COURSE., THE PRIVATE INSURANCE INDUSTRY .,
WHICH WANTED THE BUSINESS AND, INCIDENTLY, WAS THE LARGEST CONTRIB-

UTOR TO THE' CAMPAIGN,

B

IN THE END,%\MEASURE THREE WAS DEFEATED. LESS THAN SIX MONTHS
F .

LATER THE LEGISLATURE HAD PASSED A THREE-WAY LAW.

Py THAT LEGISLATION ACTUALLY INCREASED BENEFITS BY NEARLY 25% OVER
THE LEVELS PROPOSED &% THE AFL~-CIO INITIATIVE, IN ADDITIGN, IT
REQUIRED THAT ALL AGRICULTURAL WORKERS BE COVERED WITHIN TWO YEARS.
EXTENDED COVERAGE TO NEARLY ALL AREAS OF EMPLOYMENT, AND, THROUGH A
SERIES OF COMPROMISES, WHICH WERE NECESSARY TO WIN FINAL PASSAGE,

SET THE STAGE FOR APPEALS PROCEDURES. ADMINISTRATIVE STEPS AND JUD-

ICIAL DECISIONS WHICH., AS | MENTIONED EARLIER, HAVE NOW COMBINED TO

GI1VE OREGON ONE OF THE COUNTRY'S MOST EXPENSIVE MORKMEN'S CoMPEN-

. SATION SYSTEMS, o,
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I THET IT IS INTERESTING TO NOTE THAT OF ALL THOSE GROUPS

WHICH BOTH OPPOSED THE INITIATIVE TO ESTABLISH AN EXPANDED STATE
FUND, AND SUPPORTED THE CHANGE TO THREE-WAY., ONLY TWO APPEAR TO

HAVE ACHIEVED THE OBJECTIVE THEY WERE SEEKING,

THE LARGE, INTERSTATE EMPLOYERS WERé ABLE TO QUALIFY TO AD-

MINISTER THEIR OWN SELF-INSURANCE PROGRAMS, CURRENTLY ABOUT 60.
FIRMS ARE CONDUCTING SUCH PROGRaMS IN OREGON. THE OTHER GROU?QVOF
COURSE, WAS THE PRIVATE INsuéANCE INDUSTRY WHICH., WHILE NOT GAINING
® THE DOMINANCE IN THE MARKET IT EXPECTED, HAS BEEN ABLE TO PICK UP |

ABOUT 337 OF THE BUSINESS,

BUT OF ALL THE OTHERS ... THOSE WHO FEARED SOARING COSTS 4.4
INCREASED COVERAGE ... A SYSTEM DOMINATED BY ONE FACTION OR ANOTHER
v+ ALL HAVE NOW COME TO REALIZE THAT THE THREE-WAY LAW WAS NOT THE

'PANACEA THEY THROUGHT IT WOULD BE.

IN FACT, IN OREGON TODAY WE HAVE A SITUATION WHERE BOTH LABOR
AND MANAGEMENT ARE DESPERATELY TRYING TO UNRAVEL WHAT HAS BECOME

.. ALMOST A FRANKENSTEIN MONSTER, NEITHER SIDE IS HAPPY WITH THE SYSTEM,
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PREMIUMS HAVE SHOT FROM $49 MiLLION IN 1966, THE FIRST YEAR
>

UNDER THREE-WAY, TO APPROXIMATELY $1/0 MILLION IN 1973, WHILE

MUCH OF fHATvINCREASE IS THE RESULT OF GREATER COVERAEE AND HIGHER
BENEFITS, BOTH SIDES NOW REALIZE THAT ANY INSURANCE SYSTEM THAT
LEAVES LESS THAN 59% OF THE BASE F2EMIUM RATE TO éovsR BENEFITS AND
THE OTHER COSTS OF THE DELIVERY SYSTEM 1S, INDEED, A MSST EXPENSIVE

SYSTEM,

LABOR SEES THAT B1.27 WHICH GOES TOWARD OPERATION OF THE
THREE-WAY SYSTEM AS AN AREA WHICH SIPHONS OFF DOLLARS THAT COULD BE
GOING INTO BENEFITS, MANAGEMENT SEES IT AS A CONTRIBUTCR TO THE HIGHER

RATES, WHICH ARE UP B8.47 SINCE THE FIRST RATE SCHEDULE WAS ESTAB-

LISHED UNDER A THREE-WAY SYSTEM IN 1966,

BoTH ARE CORRECT.
BOTH ARE ALSO BECOMING AWARE OF THE FACT THAT THE STATE ACCIDENT

INSURANCE FUND, AS A NONPROFIT OPERATION. REQUIRES ONLY 28,27 OF EACH

PREMIUM DOLLAR FOR OVERHEAD AND DIVIDENDS. AND THAT SINCE 1966 IT HAS

RETURNED AN AVERAGE DIVIDEND ofF 16,17, THUS., EVEN THOUGH UNDER A

THREE-WAY SYSTEM. WHERE RATES ARE LOADED AT 41.27 TO COVER THE COSTS

o U 11
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OF THE "INSURANCE SYSTEM,” THE STATE FUND HAS BEEN ABLE TO MAIN-.

TAIN A NET ADMINISTRATIVE EXPENSE OF 12.17% OF PREMIUM,

THUS, IN RETROSPECT, MANY OF THOSE WHO FAVORED A THREE-WAY

" SYSTEM ARE NOW BEGINNING TO HAVE SOME SECOND THOUGHTS. DURING THE

o]

RIS

1973 LEGISLATIVE SESSION, THE OREGON AFL-CIO SPONSORED LEGISLATION

o, P

TO RETURN TO AN EXCLUSIVE STATE FUND. THAT BILL DIEb IN COMMITTEE,.

s hid ¥ Bt sy =%

DUE MOST'.Y TO THE OBJECTIONS OF THOSE LARGER EMPLOYERS WHO, AS

MENTIONED, ARE OPERATING SUCCESSFUL SELF-INSURANCE PROGRAMS,

® SINCE THEN, HOWEVER, A LEGISLATIVE INTERIM COMMITTEE HAS ANNOUNCED
IT INTENDS TO STUDY THE POSSIBILITY OF A THO-WAY SYSTEM WHiCH-WOULD

" PROVIDE THE COST ADVANTAGES OF AN EXPANDED STATE FUND, AND STILL ALLOW

FOR SELF-INSURANCE, MANY LONG-TIME OBSERVERS WITHIN OREGON ARE Noﬁ

SAYING THAT COSTS HAVE INCREASED SO DRASTICALLY THAT IT 1Is ONLY A

MATTER OF TIME BEFORE THAT CHANGE .. THE CHANGE TO TWO-WAY +.. IS

MADE,

IN SUPPORT OF THAT MOVE, THEY ALSO CITE PENDING FEDERAL LEGIS-

. LATION WHICH WOULD SET MINIMUM NATIONAL STAN.DARDS FOR WORKMEN'S COMP-



ENSATION INSURANCE. IF SUCCESSFUL. THEY POINT OUESZHE WILLIAMS-
. JAVITS BILL WILL FURTHER INCREASE cOSTS. IN OREGON, AS IT WILL IN
ALL STATES., AND MAKE THE COST ADVANTAGES OF A STATE FUND EVEN MORE

ATTRACTIVE,

BUT THERE IS CSRTAINLY ANOTHER SIDE TO THIS QUESTION 6F:THREE~' 4
WAY’VS{ EXCLUSIVE FUND, THAT 1S IN THE AREA OF sERv1cE{__SE§vicE TO
BOTH THE WORKER AND THE EMPLOYER. UP UNTIL ﬁow ] LIMiTED MY REMARKS
TO THE DOLLAR AND CENTS ASPECTS OF AN EXPENSIVE; THREE-WAY SYSTEM,
BUT WE ARE TALKING HERE ABOUT MUCH MORE THAN JUST A BALANCE SHEET}_
® In OREGON, WE ARE TALKING ABOUT SOME 1 MILLION WORKERS AND THEIE

—EMPLOYERS WHO HAVE A RIGHT TO EXPECT NOT ONLY ADEQUATE PROTECTION.

BUT ALSO THE KIND OF SYSTEM THAT OPERATES AS EFFICIENTLY AS POSSIBLE,

I THINK IT IS FAIR TO SAY THAT THE INTRODUCTION OF THE COMPET-
ITION FACTOR WITHIN OREGON HAS HELPED TO IMPROVE THE OPERATION OF THE
STATE FUND, WE ARE A STRONGER, MORE EFFICIENT ORGANIZATION TODAY THAN -

"WE WERE IN 1965,
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IT IS INTERESTING TO NOTE, HOWEVER, THAT WHEN THE CHANGE WAS
MADE ALL THE "EXPERTS” WERE PREDICTING THAT THE FUND WOULD SOON
BE NEARL;Y WIPED OUT. THAT IT WOULD NOT BE ABLE TO COMPETE WITH THE
PRIVATE SECTOR.A- THAT WITHIN A FEW YEARS, IT WOULD ONLY HAyé THAT
BUSINESS WHICH THE PRIVATE CARRIERS DIDN'T WANT ... AND THAT SUCH
AREAS AS CLAIMS AND SAFETY WOULD BE HANDLED SO WELL BY THE PRIVATE |
| CARéIERs THAT EVEN THE AFL-CIO wouLp HAVE TO ADMAIT THAT THREE-\“J‘AYV 1s
~ THE BEST WAY, |
® WELL, IN REALITY IT DIDN'T QUITE HAPPEN THAT WAY.. RATHER THAN

““FHE FUND FIGHTING TO KEEP UP WITH THE PRIVATE CARRIERS, IT LEADS THE

WAY .

TopAv, SAIF HAS NEARLY TWO-THIRDS OF THE MARKET. OVER fHE PAST
SEVEN YEARS., ITS DIVIDEND PAYMENTS HAVE BEEN i)OUBLE THOSE OF THE
PRIVATE CARRIERS, DURING 1972, IT HANDLED NEARLY 64% OF THE STATE'S
TIME-LOSS CLAIMS MORE QUICKLY THAN THE PRIVATE CARRIERS WERE ABLE TO

® MAKE PAYMENT ON THEIR 36%. . -
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SAIF HAS ESTABLISHED GROUP INSURANCE PLANé FOR SOME 30 MAJOR
TRADE ASSOCIATIONS. SUCH PLANS NOW MAKE UP MORE THAN ONE-THIRD
OF TOTAL PREMIUMS AND-ARE AN IMPORTANa_PART 6F OUR STATE-WIDE SAFETY
PROGRAM, WHICH IS PROVIDING OUR POLICYHOLDERS wiTH IN;REAséD DiviDEﬁDs

AND THEIR EMPLOYES WITH A SAFER PLACE TO WORK.

THERE ARE OTHER POINTS OF ACCOMPLISHMENT I.couLb MENTION :;;‘SUCH
AS dUR NEW COMPUTERIZED CLAIMS SYSTEM ,., OUR NEfWQRK,OF 16 DISTRICT
OFFICES STAFFED WITH SAFETY, CLAIMS AND SERVICE PROFESSIONALS If: AND
A MARKETING DIVISION WHICH MEETS THE COMPETITION HEAD ON f{; AND
USUALLY COMESIAWAY WITH THE BUSINESS., BuT I'M CERTAINLY NOT HERE TO
SELL YoU A PoLicY, NoR. D0 I WISH TO GIVE THE IMPRESSION THAT THE
OREGON SfATE AccipenT INSURANCE FUND HAS NOTHING BETTER TO DO THAN

- TRAVEL. AROUND THE COUNTRY BLOWING ITS OWN HORN,

-

I MENTION THESE ACHIEVEMENTS ONLY TO POINT OUT THAT IN OREGON.
- WHERE SAIF HAS THRIVED ON COMPETITION, IT HAS DONE SO AT THE EXPENSE

\

OF BOTH LABOR AND MANAGEMENT. IN THE NAME OF COMRETITION AND IMPROVED

SERVICE OUR STATE WAS SADDLED WITH THE ADDITIONAL COSTS OF A THREE-WAY
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SYSTEM, YET. WITH THE EXCEPTION OF AN AGRESSIVE SALES FORCE; ALL
OF THOSE SAFETY, CLAIMS AND SERVICE INNOVATIONS I MENTIONED A
MOMENT AGO ARE WHAT WE HAVE A RIGHT TO EXPECT OF ANY STATE FUND;

WHETHER IN COMPETITION OR NOT.

I GUESS WHAT IT REALLY COMES DOWN TO IN MY MIND IS THIS:
v+ IS IT REALLY NECESSARY TO INTRODUCE SUCH ADDITIONAL EXPENSE
FACTORS AS PROFIT AND ACQUISITIOW COSTS JUST TO INSURE THAT THE

A - o
’ d_ _No" 7 .
STATE FUND DOES THE JOB IT'S SUPPOSE,TO?" DOESN'T THE MACHINERY
EXIST ALREADY TO ESTABLISH PERFORMANCE STANDARDS TO BE MONITORED
BY THE LEGISLATURE. THE GOVERNOR, REGULATORY AGENTS SUCH AS THE

INSURANCE COMMISSIONER., OR. PERHAPS, EVEN A PERFORMANCE COMMITTEE OF

LABOR AND MANAGEMENT REPRESENTATIVES?

. WiTH THE NATIONAL OccUPATIONAL SAFETY AND HEALTH AcT NOW A
o | bl |
REALITY, IS A TUG-AHAR BETWEEN PRIVATE CARRIERS AND THE STATE FUND

THE ONLY WAY TO ACHIEVE ON-THE-JOB SAFETY?.

v+ IS IT SO WRONG FOR A NO-FAULT INSURANCE SYSTEM WHICH TOUCHES

THE LIVES OF NEARLY EVERY CITIZEN TO ALSO BE A NO-PROFIT SYSTEM?—
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ESPECIALLY WHEN IT IS THE KINb OF PROFIT WHICH OFTEN IS REMOVED

FROM THE STATE'S ECONOMY, RATHER THAN BEING RETURNED TO THE EMPLOYER

IN THE FORM OF LOWER RATES OR HIGHER DIVIDENDS;

.+ AND FINALLY, WITH THE POSSIBILITY OF FEDERAL:INTE§VENTION
LOOMING JUST OVER THE HORiZON, ISN'T NOW THE TIME TO BE STRENGTHENING
"OUR STATE FUNDS .»: PREPARING TO DEFEND OUR RIGHT To Abm;&léTER OUR
ONN WORKMEN'S COMPENSATION INSURANCE PROGRAMS +v. RATHER THAN WEAK-

ENING THEM AT THE VERY MOMENT WE NEED THEM THE MOST?

WeLL, 1 THINK ITS BECOME QUITE APéARENT»BY NOW WHAT MY PERSONAL
FEELINGS ARE ABOUT THE DISADVANTAGES OF A THREE-WAY SYSTEM: i ONLY
wisH I couLp HAVE BRCUGHT.WITH ME TODAY SOME RE;RESENTATIVES.OF OREGON
LABCR AND MANAGEMENT GROUPS, SO  THEY COULD TELL YOU FIRST HAND OF THEIR

FRUSTRATIONS WITH THE SYSTEM OVER THE PAST FEW YEARS:

IF THOSE REPRESENTATIVES WERE HERE ,,. | BELIEVE THEY WOULD TELL

YOU, AS | HAVE, THAT OREGON'S THREE-WAY SYSTEM IS ONLY QNE OF THE
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. FACTORS WHICH HAVE CONTRIBUTEt) TO OUR SOARING COSTS .. But 17 HAS

CERTAINLY BEEN A FACTOR,

A FACTOR WHICH MORE AND MORE OREGONIANS NOW BELIEVE IS AN

UNNECESSARY ONE!

........................................

THERE WERE A NUMBER OF QUESTIONS YOU RAISED IN YOUR INITIAL
LETTER TO OUR GENERAL MANAGER WHICH I DID NOT COVER IN MY PREPARED
@  STATEMENTS. I COULD TOUCH ON THOSE NOW: IF YOU WISH v+ OR ANSWER

2 "/
' QUESTIONS CONCERNING THE MATERIAL [ JUST PRESENTED,

PO
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May 13, 1974

MEMORANDUM FOR THE PRESIDENT

Subject: Interdepartmental Study on Workexrs' Compensation

Since February 1973, an interdepartmental group has been
working in the area of workers' compansation.  They hava
analyzed the recommendation of the National Commission on
State Workmen's Compensation Laws and pose many substantive
questions on the future of workers' compensation which

must be addressed to assure that the development of long-
range policy in thi: area is based on the essential guestions
of program interrelationships, propar compensation for
workers, adequate rehabilitation and reemployment services,
and proper incentives for employers and employees to prevent
accidents and diseases in the workplace.

Attached is the working group study, which arrays many of
these questions and also suggests the need for immediate
modifications in State workers' compensation laws. At this :
time, these suggestions are not definitive but merely 1
descriptive of methods that could achieve substantial o i
improvements in the operation of the existing State workers' b
compensation program. We recommend that a taskx force ba

established to provide Ctates with the appropriate technical _ ;
assistance to achieve these objectives and also to undertake o
more intensive analysis and research into the issues raisad

in the study group report.
Cas far W Welnberger ’
Secretary of Health,

Edu ftion, and Welfare

7.9 ~ \,
Frederick B. Dent Georgﬁ K. Bernstaln

" Secretary of Commerce Federal Insurance
Administratox




Background:

Each year thousands of workers are killed on
the job; 100,000 are permanently injured; and

~ 2,006,000 miss one or more days of work due to
‘injury or illness ““arising out of or in the course

of employment”. The cost of S"ate workers’
compensation programs, the primary means of
coping with the human and economic problems
involved, was $6.0 billion in 1973 - up from
$5.6 billion the year before. .

In recent years, a growing concern about work-

er safety and health has prompted a number of
Federal actions Improvements have been made
in workers’ compensation programs run by the
Federal Government such as the Federal Em-
ployees’ Compensation Act, 5 U.S.C. 8101, and
the Longshoremen’s and Harbor Workers” Com-
pensation Act, 33 U.S.C. 901. In addition, the
Congress in 1969 passed the Coal Mine Health
and Safety Act, 30 U.S.C. 801, which provides
for workplace standards, plus medical care and
benefits for miners suffering from black lung. In
1970, standard-setting and enforcement author-
ity was provided for the rest of the Nation’s
work force by the Occupational Safety and
Health Act, 29 U.S.C. 651. This Act also called
for the crzation of a National Commission on

- State Workmen’s Compensation Laws.

The Commission was appointed by the
President under the Chairmanship of John F.
Burton of the University of Chicago. Other
members were selected from the medical
profession, industry, labor, workers’ com-
pensation agencies, universities, and the insur-
ance industry. Working in a short time and
with limited data, the Commission dealt with
many, but not all, of the programs’ problems.
The Commission’s report, issued in 1972,
contained 84 recommendations for improve-

ment of workers’ compensation. ./

Nineteen of thase recommeandations were
consideared so “essential” in the Commission’s

Y Report of the National Commission on State ¥orkm2n’s Comgpensa-
l!ion Laws, U.S. Government Priniting Office, 1572,

estimation as to require Federal action by July
1975 if th2 States did not sufficiently improve
thair existing systems. These "'essential”
recommendations included: complete com-
pulsory coverage; full coverage of work-related

. diseases; full medical and physical rehabilita-

tion services without arbitrary limits; employ-
ee’. choice of jurisdiction for filing interstate
claims; adequate weekly cash benefits for
temporary disability, Lermanent total disability,
and death; and elimination of arbitrary limits
on duration or suin of benefits. Other rec-
ommandations of the Commission dealt with
promptness of payment of claimants, min-
imizing the costs and delays inherent in the
present adversary systems, and establishing
uniformity among the incompatible reporting
systems maintained by various States.

We generally support the “essential” recom-
mendations of the Commission.

The recommeandations of the National
Commission have already had a considerable
impact on many States. Since 1972, there has
baen a flurry of State legislative activity. In

1973 alone, 400 bills were enacted to strength-

en various aspacts of workers’ compensation,
mostly by increasing benefits and coverage.
(Tables 1 and 2 show how State laws compare
to the National Commission’s essential rec-
ommendations.)

On the other hand, in part because of the
shortness of time, the Commission’s report .
included little exploration of the potential
advantages of broader changes that may
make it easier {o.attain the basic objactives
of workers' compensation. The report itself
acknowledged that the Commission had been
unable to deal adequately with such subjects
as permanent partial disability or the efficient
administration of workers’ compensation
systams. An interagency task force on
workers’ compensation, which has been re-
viewing the Commission report and related
materials, has defined additional issues which
require careful investigation if the goals of
workers’ compensation are to be achieved.




A Pian of Action

We recommend a strategy based on the

- availability of sound recommendations for

improving many aspects of workers’ compensa-
tion, the recent record of legislation in the
States, and with the knowledge of the many
unanswered questions which preclude the
design of an ideal systcm to achieva the goals
of workers’ compensation. Therefore, we
recommend challenging the States to und -~

. take an immaediate program of reforms and

concurrently beginning a major Federal re-
search effort to find solid grounds for further
recommendations for improvements.

The immediate program of reforms consists
of the following minimum objectives for the
States to meet by the end of 1975:

Coverage of workers, Many States still do not
cover domestic workers, farm laborers, and em-
ployees of very small businesses. The National

. Commission found that about 15 percent of

the national labor force is not protected by any
workers’ compensation system. In 15 States,
30 percent or more of the workers are not
covered.

Coverage should be mandatory and complete.
There should be no exceptions because of size
of establishment or type of industry. Coverage
should therefore extend to farm and domestic
workers as well as State and local government
employees. Special provisions may be appro-
priate for certain hard-to- administer groups.
For example, domastics covered by Social
Security should also be covered by workers’
compensation, and this might be accomplished
through homeowner or tenant insurance policies.

Extraterritoriality. Benefits for workers
nominally covered by workers’ compznsation
are sometimes denied or delayed because of
disputes over the jurisdiction in which the
case should be brought. This is a significant
problem since many businesses operate in
several States and many American workers are
rnobile across State jurisdictions.

An employee {or his survivor) should be
able to make his claim in the State in which
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his injury {or death) occurred, his employ-
ment was principally located, or he was hired.
This minimum objective ensures that employees
will not be barred from pursuing their claims

in any State which provides a proper forum.

Occupational Disease. At the end of 1973, -
only 43 States provided for full coverage of
work-related diseases. Moreover, the long
latency period of some diseases often results
in the exclusion of workers from coverage
because of time limits on filing claims. Another -
problem resulting from long latency periods is
that the waorker may have been exposed to
the same or a variety of hazards in several jobs.

. Consequently, the sick employees must estab-

lish that his disease is due to a spzcific hazard
(often for a certain period of time), and that
there was a direct connection batween this
hazard and his job (at a spacific place of employ-
ment). The result often is costly, time con-
suming, case-by-case litigation, with no reason-
able assurance that valid claims will be paid. On
the other hand, in some jurisdictions there has
been a tendancy to attenuate the relationship
between disease and job.

It is hard to determing the cause of many
illnasses._2/Occupatior..! disease can he viewed
as arrayed along a spectrum that varies from
diseases that are almost solely occupationally
related, such as “black lung”, through certain
cancers which are much more prevalent among
workers in some occupations than in the
general population, to those conditions such
as heart attacks and ulcers which occur
frequently in the general population but which
can be aggravated by work conditions. '

An additional problem with respect to
occupational disease is assessing responsibility

‘against the appropriate employer. In the case

of diseasas that have long incubation periods,
a disabled employee may have worked for
several employers, perhaps located in savaral
States. A truly equitable allocation of respon-
sibility among employers will be difficult if
not impossible. In carrying out its respon-
sibilities with respact to “black lung’ under

2/ Se2 Mational Commission Raporz, Chapter 2; also Comrzendium
on Vorkm2n’s Compensation, Chapter 12.




the Fedaral Coal Mine Health and Safety Act
the Depairtment of Labor designated the last
employer (under certain conditions) as the
responsible employer, considering this to be
tha most reasonable and workable option.
However, there are ¢ther possible alternatives
for financing such claims, such as a production
tax.

Full coverage of all diseases which “arise out
of or in the course of employmeant” that can be
established by case or by class should be pro-
vided. To determine work-relatednes: in
individual cases, the States may need to make
greater use of medical disability evaluation
units, as the Commission recommendead.
Determinations of work-relatedness may have
to be based, at least in part, on analyses of the
incidence of various diseases among those
- working in specific occupations, compared
with the incidence of the same diseasss among
tha general population. We recommend that
the Federal Governmant assist the States to
resolve these problems through study and
technical assistance.

Medical Care and Rehabilitation. Medical
care and physical and vocational rehabilita-
tion are vital componenis of an effective
workers’ compensation system. To the injured
worker, they provide a means for returning to
gainful employment, with all the economic and
" social benefits that arise. To the emiployer,
they can reduce the costs of workers’ compen-
sation. However, some States impose arbitrary
limits on the duration, total expenditure and/or
type of medical service provided. Many of these
limitations, unrelated to the needs of the
individual patient, seek merely to control
the financial costs of States’ systems. But
the economic loss may be greater than the
financial saving if rehabilitation is jeopardized.
When physical rehabilitation is curtailed, the
worker may be left unnecessarily incapacitated.

Moreover, workers’ compensation agencies
frequently have no procedure for identifying
those injured or ill workers who could benefit
from rehabilitation or employment services.
Similarly, there is little systematic coordination
batween State compensation systems and the
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Fedsral /State Vocational Rehabilitation
{FSVR) programs.

There should bz no arbitrary limits, whether
in dollars or duration, on the amount of
meadical care and rehabilitation providead.
Rather, each case should be considered on its
merits. The nature and extent of vocational
rehzbilitation should take into account the

- additional earnings that may ba realized when

the injured worker bacomas employable. In
the case of permanent disability, meadical
review will be required from time to time,
especially in those cases in which slow but
continued rehabilitation progress can reason-
ably be expected. In addition, each State
should reexamine its referral procedures to
ensure that all work-related disahilities are
made known to rehabilitation units. . -~

‘Benefits Each State pays incorne main-
tenance benefits to replace some portion of
tha earnings lost through temporary total -~
disability, permanent total disability or death
duz to work-related injury or illnzss. Concep-
tually, what is sought is 2 benefit level that:
(2} maintains an adequate standard of living
refated in some way to the one that would
have been experiz._.ced in the absence of
injury or illness, {b) takes into account the
fact that living costs rnay be reduced while
the worker is at home and not incurring the
day-to-day expenses of working, and {c}.
contains a sufficient incentive for the injured
worker to engage in rehabilitation and promptly
to se2k reamployment when possiblz. Main-
taining a standard of living that is related in
some way to the one which would otharwise
have been experienced is partially achieved by
basing benefits on wages. The National Com-
mission recommended that benefits be based
on two-thirds of income loss. .3/

The two-thirds standard is a traditional
reduction from prior wages. Also, fringe
benefits, which have become an increasingly
large part of total compensation, are not
included in the calculation of workers’ com-

3’ Tabdle 2 attacked shows how the States currenily stand
comparad to the Cornmission recommendatians on bar2ic I2vals.




pznsation payments. There is a real need to look
closely at what benefit level best approximates
what the worker has lost, including a detailed
analysis of fringe benefits and the effects of tax-
ation. Study is neadad of the possibilities of pay-
ing benefits on a spendable income and fringe ben-
efits basis rather than on a gross income one.

Most benefit payments are based on wagss
earnad at the time of accident or illness. Since a
worker’s lifetime earnings pattern varies consider-
ably with age, this method of calculating benefits
rep sents a substantial inequity, especially for
young people. Conversely, most would agree that
workers with only a casual attachment to the
labor force should probably not be awarded ben-
efits based on their wages at tha time of accident

as though they wvere full-time labor force members.

Estimating future earnings is very complex.
Study is required to determine whether gen-
erally acceptable techniques can be developad.
Such factors as age, education, experience, and
past and current earnings would have to be
taken into consideration. If such techniques

. are develuped and applied in the system, it may
also be necessary to take into account fringe
benefits and the cvailability of pensions.

All States also have some maximum limit on
benefits. The maximum rate of payment is usually
a specified dollar amount or a specified per-
cantage of the State’s average wage. Some States
also have limits on when and for how long in-
come benefits can be paid. Clearly, the current
“maximum levels in most States impose serious
hardships on many workers and their families.
The appropriate approach for dealing with a
‘maximum should have a high priority.

if the concept of a maximum is to be accepted,
there must be some basis for setting it at a partic-
ular level. For example, in submitting legislation
to the Congress on unemployment insurance,
. the President suggested setting the maximum at
a point at which 80 percent of the benefit recip-
ients would be unaffected by the maximum. A
similar approach might be warranted for workers’
compensation. _¢/

¢/ Price, Danfel, Workmen’s Cormpensation and Q:her Programs.,
tationat Cornmission Study, No. 10, d2alt viuth this problem to a
very limited extent,
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An aspact of maximum beneafii levels that ~
has received littie attention in the past is the
income transier effect. Since premium pay-
mants are based on wages up to a specified
level per worker and since maximum benefit-
are ganerally {(though not always) basad on
average weekly wages within a State, an
income iransfer probably takes place. Since
workers’ compensation is essentially a type of
insurance progrum and not an income tra. .sfer
mechanism, more analysis in this area is
required to prevent ineguities.

Finally, an approach that deserves further
analysis is eliminating maximum payments
and/or applying the individual income tax to
workers’ compensation hznefits. Under this
approach, the relation of an individual’s
benefits to his wages would have to be recon-
sidered. Such an approach would tend to re-
move the inequity suffered by persons earning
abova average incomes; and it would par- -
mit closer correspondence betweaen premiums
paid and benefits received. By making the
benefits taxable, there is an automatic adjust-
ment for dependents, and the progressive
nature of the tax reduces the disparity between
real benefits received by high-income and low- -
incomz individuals.

Currently, the median State program pays
less than 45 percent of wagas lost for tem-
porary total disability. Further, in 1972, 33
out of 57 jurisdictions had maximum pay-
ments below the so-called “'poverty line.”

We recommend an interim goal of having total
disabtlity and death bznefits no less than two-
thirds of the claimant’s average weekly wage.
Although we do not disagree with the interim
goa's of the National Commission with regard
to the maximum benefit levels for total dis-
ability and death, we feel that a great deal
of study needs to be conducted as to the
possible work disincentives and the relation-
ships to such factors as the non-taxable nature
of the income and pensions. There should be
no limit on payment duration or total dollar-
amounts during the period of disability
or statutory dependence.

Cost of Living Adjustment. Beyond the
recommendations of the National Commission,
we are concernad by the erosion of the value




of workers’ compensation banefits due to the
long-termy impact of inflation. Benefits which
may have been adequate at the time thay
were granted, have, over the years, become
seriously inadequate.

The States, therefore, should enact an
annual cost of living adjustment in benefits
paid regularly to employees’ survivors and
to persons with long-term disabilities. This
adjustment should be automutic and com-
pensate for changes in the purchasing power
of benefits. On a prospactive basis, this should
be implemented immediately. The complexity
of retroactive adjustments for those disabled
in the past requires further study, including
consideration of a gradual phase-in of benefit
adjustments

The Data System. Since 1919, the States
have not responded to the recommendation
of succeassive Statistical Committees of the
International Association of Industrial
Accident Boards and Commissions that they
develop and acdhere to nationally standardized
tables of accounts and statistics. Yet, informa-
tion is at the core of evaluation and manage-
ment control. It provides the essential basis
for evaluating the outcome of workers’
compensation for each individual worker, as
weil as the means of improving the safety of
the workplace and rehabilitation, the adequacy
and equity of benzfits and case decisionmaking

processes, and the efficiency of the entire system.

The National Commission was handicapped
by the lack of reliable, compatible, and ad--
equate data. Theses same deficiencies will
continue to handicap those who try to
evaluate programs in the future unless
uniform definitions are developed. Com-
parable definitions, together with uniform
measures of efficiency, will aid in datermining
how much it is reasonable for a State agency
to spend on such tasks as accident prevention;
establishing work-relatedness and lost earn-
ings; rehabilitation; and reemploymeant
seivices.

Each State should immediately strengthen
the data system for worker’s compensation,
laying the basis for prompt adaptation to the
modal data system now undar devzlopment.
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The Federal Role: Technical Assistance.

In su.port of State efforts to immadiately
imp-ove workers’ compensation, the Federal
Governmeant should provide technical assist-
ance services. An inter-departmantal task
force snould be formed with participation
by the Departmenis of Labor, Commerce,
1:EW and the Federal Insurance Administra-
tion of HUD to provide technical assistance,
information packages and other aid to thz
States. Based on literature search, selective
analysis of the experiences of States which
have met the standards and other analyses,
the information packagss might includz such
topics as approaches for coverage of hard-to-
administer groups, guidelines and procedurss
for establishing appropriate amounts of mead-
ical care and rehabilitation, suggested language
for determining in which State employment
is “'principaily located” or for implementing
prospective adjustment for price changss.

The difficult area of administering the
goa! of full coverage of occupational disease
requires special attention. The N tional
Institute for Occupational Safety and Health
needs to develop guidelines for the use of
State agencies in recognizing both health
hazards and diseases which may be occupa-
tionally related.

Policy ressarch should be conducted in the
area of benefits. Should the concept of a
maximum benzfiit bz retained in view of the
income transfer effects of such rnaxima, or
should benefits be subject to thes incoms tax?
If maxima are retainzd, what criteria should
be used to set them? What level of banefits
mazintains an adequate standard of living,
takes account of reduced work expanses and
possibly increased disability-related expensas,
and contains an incentive for the injured
worker to engage in rehabilitation and seek
reemployment? Should banefits be based on
spendable instead of gross income, as the
National Commission suggested, drastically
changing the insurance concept? Should
banefit paymants be based on soma estimate
of {uture earnings, espzcially for young people




whosa prospective earnings may be quite
different from their current waga? Answers to ~
such questions are necessary to form the
basis for further recommendations on banefit
lzvals,

Finally, the Federal Government should pro-
ceed rapidly with the development of a model
data system. This system will provide means
of tracking individual cases from the point of
injury through the network of transactions
and services to reemployment or other out-
comes. It will permit auditing transactions
and costs, and comparing cost-effectiveness
analyses of the alternative means of admin-
istering workers’ compensation programs. In
- addition, the possibilities of linkages to the
data systems mandated by the Emergancy
Medical Services Systems Act of 1973 and
the Occupational Safety and Health Act of
1970 should be explored. These linkages oifer
an exciting potential for achieving maximum
madical recovery and rehabilitation and for
significant improvements in workplace safety.

It is proposed that this data system will:

{a) provide more data on the characteris-
tics of injuries, injured worlers, and
workplaces where injuries occur;

(b) Provide data on the processing of
claims, including data on benefit
levels, medical care and rehabilitation;

{c) permit linkages between workers’
compensation data and OSHA data
on workplace safety and health;

{d) establish a sample of workers’ com-
pensation claimants’ characteristics;

{e) provide a basis for comparisons of
alternative State systems of workers’
compensation, including the incen-
tives built into the system that affect
employees, employers, insurance
carriers and State workers’ compensa-
tion agencie

(f} include appropriate fair information
practices sareguards.

Recent legistative actions tazken by many
States indicate their willingness to continue
tha paca2 of improvement in workers’ com-
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pansation. At the end of 1975, an evaluation
of the progress of the States should be re-
ported to the President and to the Congress,
with recommendations for Federal action,

if appropriate.

A Program of Research

Concurren:ly with the plan of action to
promote improvements in the State workers’
compensation systems, we propose a major
program of research to analyze the funda-
mental issues and to develop options for
further improvements.

Safety and Health. Workers' compensation
insurance premium assessments on employers,
based on the accident and illness record of
each firm, were intended in part to provide
employers with an incentive to make work-
places less hazardous. In addition to the
assessmant incentive, workers’ compensation
progrems, by internalizing accident costs to -
the firms, were supposed to induce direct
safety and health services, mcludmg technical

assistance and tramlng

But the ef fectlveness of workers’ comgensa-
tion costs in promoting occupational safety
and health is unclear. None of the three
studies.s/ for the National Commission which
dealt with the effects of workers’ compansation
on the frequency and severity of accidents
found any empirical evidence to support the
hypothesis that workers’ compensation helps
reduce accidents.

. Theoretically, firms should have greater
motivation to prevent accidants and illness if
they are experience-rated or self-insured. How-
ever, only the largest firms, which tend to
have low accident rates, can afford saif-insur-
ance, and only one-quarter of all firms subject
to workers’ compensation are experisnce-
rated. If experience rating providas usziul

8 Industrial Accidants, Study MNo. 25, Chelius, Jarmzs; and

Pricing Satzty Regulatian, Study No. 26, Russali, Lovise.

‘Incidence of lasurance Premiums, Nationil Commission Study

No. 17, Vromon, Viayne., Vieomian finds that most of tha assessment
costs er2 avoided by employers. He recognizes that h.'s conclusions
are not final and that there is nead for more and beti2r daca wita
which to test tham.




incentives, consideration should be givan to
extending it to many of the remaining three-
quarters of all employers.

If occupational safety and health programs
are effective, they should reduce the number
and seriousness of injuries and ilinessas, thus,
in turn reducing the costs of workers’ com-
pensation. '

With this in mind, methods must be found
to improve the use of workers compensation
data in determining the type, amount, and
direction of occupational safety and healtn
programs. For example, the data on worker
claims should ba structured to reveal any
safety and practices needing special attention
through research, standards, enforcement, or
training targeiing. Similarly, an examination
should be made on what weight, if any, should
be given findings of violations in occupational
satety and health inspections in determining
workers’ compensation assessments. Study is
needed of what safety and health services
should be delivered and how, particularly to
smai! firms.

Research will be undertaken to attempt to
answer the following questions about the role
of workers’ compensation in safety and
-accident prevention. Does the present system
of experience rating encouragz safe and health-
ful workplaces? Would expansion of and/or
improvements in experience rating provide
erfective incentives? Should experience rating
be more closely related 1o controllable hazards?
What should be the relationship batween
activities under the Occupational Szfety and
Health Act and workers’ compensation
systems? What additional preventive measures
could be taken to provide safer and more
healthful workplaces?

Rehabilitation. Many workers are not
receiving adequate rehabilitation. The National
Commission estimated that between 6,000 and
9,000 workers in 37 workers” compansation
jurisdictions needed vocational rehabilitation
in 1972. A recent estimate by HEW set the
need for all States at closer to 54,000. While
these data are not directly comparable, they
indicate that rehabilitation may not be reach-
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ing all of those who nead it. In fect, based on
the-numbars of workers rzhabilitated undar
the progrem in Ontario, Canada, which is

generally regarded as one of the most effective .-

workers’ compensation systems, tha number
who 1:eed rehabilitation services in this country
may aven bz highar than the HEW estimate.
There is a strong social and economic case for
improving rehabilitation services since the
available evidence indicates that vocational
retiabilitation is more cost-effective for work--
ers’ compensation claimants than for the
general client population of the Federal/
State Vocational Rehabilitation (FSVR)
programs. - .

One comparison brought out that permanent
disabilities range from 24 to 31 p.rcent of
total workers’ compensation claims in selected
States without rigid medical control or ex-
tensive rehabilitation programs, but only 4 to
5 percent in Canadian Provinces which have
systematic cas2 management systems..¢/ The
reasons for this striking difference should bz
carefully explored. To wha* extent are they
due to differences in the industrial base? To
differences in type and severity of accidants?
To differences in case settlement? 1 o avail-
ability and quality of rehabilitation facilities?
To case management procadures? To social
attitudes, economic opportunities or economic
incentives?

The deficiencies in rehabilitation includa
the lack of systematic screzning to identify
workers whao could benefit from vocational
rehabilitation and ensure that they do recaive
it; faulty knowladge of good rehabilitation

practice; inadequate resources; the disincentive .

to early rehabilitation generated by the nead

to prove the extent of disability; and the lack -

of any assurance of a job after rehabilitation._t/
A possible approach is to key merit rating

explicitly to vocational rehabilitation out-

& “Vorkmen’s Compansation and Rehabilitation,” Rehabilitation

Literature, August 1952, Felton, S.F. \

1/ For axample, th2 Administrator of the California Department
of Rehabilization recently testifizd that most vrorkers’ cormp2n3a-
tion disadility cases ar2 not referred until on2 to three y2ars afier
the injury occurred.




. Stud/ rlo. 21,

comss in ordar to motivate employers {and

srhaps through economic incentives, their
insurance carriers). Study is required to
determine if this is feasible. For example,
how would outcomes be measured; what type
. of data base is required, . nd what is the

probable cost of such 2 rating scheme? Also,
the experiance of the Ontario system needs
to be examined closely to determine its
strengtns in this area.

Another important area of study concerns
how much vocational rehabilitation should be
provided. A policy basad solely on ecc1omics
would suggest that such services should be

- provided only if the costs do not exceed the
gain in expected income. While conceptually
attractive, this policy might be difficult to
implement and would conflict with our
human values and social policy. Other
policies might be: restoring as much of the
waorker’s earning power as possible; preparing
him for the best job for which he is capable;

-or training him for any job which, considering
his condition, he might be able to obtain in

-his community. There is also a need to
reassess the role of sheltered workshops. The
benefits and costs of each approach should
be mads available to decision makers. &/

Beemployment. Workers' compensation pro-
grams should not only rehabilitate workers
physically, psychologically, and vocationally,
but help them find equivalent reemployment
if possible, The system should in some way
remove disincentives for employers to hire
disabled workers and provide incentives to
do so.

The National Commission noted that, even
after rehabilitation, injured workers had
difficulty in securing jobs. Among the reasons

&/ Sze VWorkers’ Compensation Board, Ontario, Study of the
Economics of Rehsbilitation, January 1970. Th2 results of the
quantitative analysis reveal that on the averagz, th2 n2t economic
benelit of rehabilitation services to viorkers injured in 1965/65
is 815,200, expressed in terms of 1966 doll2rs. This sum reprassnts
the value of increased lifetime earnings that can b2 expzciad by
an injured worker in 1955/56 ov2r vwhat vsas received by his
countipart injured in 1927/23 b2fore physical and vocasional

habiliiation services vrere provided. S22 also Kiszr, Larry,
it-Cost Analysis of Rahabilitarion, National Commission

2

are 2 common belief that an already injured
worker is more likely to be injured again and
that a second injury will occasion a worse
disability. The loss of a second eye on a sub-
sequant job is far more serious than the loss

of one eye on an earlier job. Accordingly, the
Commission recommendzd irnproved second
injury funds, even though it was realized that

at best they only lessen a disincentive to hire._8/

Many employers underestimate the capabil-
ities of disabied employees. Better incentives
should bz sought to encourage employers to
hire or rehire rehabilitated workers. One .
example would be to extend bzanefits—~which
the employer could use as a wage subsidy--
through the first six months {or more) of
empioyment.

A related question concerns providing
employmeant services to the rehabilitated
worker. Bztter means of placement must be
found. There have been suggestions that
employers be required to reemploy workers.
it they can do the job satisfactorily. This was
tried to some extent under the Coal Mine
Health and Safety Act, but more resoarch is
nesedad.

For very badly disabled \'i/orkers, a better
designad and capitalized sheliered workshop
program might prove both feasible and
desirablz. Sheltered workshops, both publicly
and privately sponsored, exist in a number of
States and abroad, but their ability to meat
tha demand and their relation to workers’
compensation is not presantly known.

Research will b2 undertaken into making
second-injury funds more effective. Avail-

_ ability of jobs suitable for persons with a

history ot occupational injury or iliness will
be examined. What training would bea nec-
essary? What other berriers to employment
are there, and how can they be overcome? To
what extent would job restructuring or
sheltered workshops be helnful? Could re-.
employment incentives be devised to strength-

8 Larson, Lloyd VY., Th2 Rols of Subsequent Injury Fuads in
Encourasing ~n~p10//r»'nt of Handicapozd Viorkars, Nasional

Commission Stuay t1a, 23,
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en the employers’ desires to r2hire handicapped
people who previously worked for them?

Efficiency. Workers’ compensation systems
must bz more efficient than they are today.
While it is understandable that employzes
desire higher benefit levels, improved services
and broader coverage, it is equally under-
standable that employers feel strongly that
more of the higher costs must directly benefit
claimants. Althoush direct comparisons are
difficult, the ratio of administrative costs to
benefits in the United States appears .0 be
about four times higher than in so-called
inquiry {non-litigation) systems in several
Canadian provinces.

Operating costs for State workers’ com-
pensation agencies averaged about three per-
cent of benefit payments in 1970, though
States differ a great deal. While we know this
is due partly to differences in typés and quality
of services provided, to the industrial com-
position of the States, and to the salary levals
of agency employees, the reasons for differ-
ences must be studied closely. 1/

Insurance expensa is the major administra-
tive cost. Additional analysis is required to
determine whether or how insurance costs can
be reduced, including examination of the
possibility of more effective competition
within the insurance industry. Alternatively,
would substantial reductions in administrative
expenses prove counter-producitve by reducing
safety programs or limiting services to employ-
ers and employeas zlike? What would be the
effect of eliminating uniform rate tables and
opening rate making to competition? Would
heightened competition adversely affect avail-
ability of insurance for small employers?
Would this reduce the expense loadings of the
less efficient carriers? What would be the
effect of opening the workers’ compensation
market to insurance companies other than
casualty companies? Would lower costs result
if combination policies could be sold by

v/ Some of this apparent variation also is undoubtadly due to
difficulty in obtaining dsta frorm the Stares that are mutually

consizi2at and sufficiently disaggregated to parmit vilid comparisons.
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companies which offer group health or dis-
ability policies to employers? Would
emplovess gain addad protection? What safe-
guards would ba required to assure that work-
ers’ compensation protection remains ade-
quate? State insurance funds also need to b2
examined. They generally have lower expenses
relative to private insurance funds. v/

The Adversary Process. While State workers’
compzansation laws hava largely removed fault
as an element of controversy, questions of
work-relatedness and the extent of disability
still result in a substantial dagree of adversar-

nass within the system. Few cases actually
reach the courts, most baing settled prior to
that stage; but access to the courts is always
possible. In some States, access i restricted to
matters of law only, with questions of facts
determined through an administrative mach-
anism. In other States, court cases can be tried
de novo. Litigation results in high overhead .
costs in the system which are often deducted
directly from awards. In addition, the con-
sequences of potential litigation may be in-
creased claim size. And, because of exparience
rating, employers may make excessive usz of
litigation in costly ~laims. This may skew the
distribution of benefit awards toward minor
and away from major disability cases. Moreover,
an adversary system may result in some employ-
eas delaying rehabilitation lest it adversely
atfect their claims. This d2lay in turn may
reduce the ultimate degrez of rehabilitation.

It may result in the individual’s acceptance of
the role of disability rather than a continuing
struggle to maximize his abilities. The adversary
process may also motivate some amployers

or insurers to delay settlements in hopas that
delay will put financial pressures on a disabled
employee, forcing him to accept lower out-of-
court settlements._12/ The reasons for delays

1Y Recent studies by the Stat2 Agancies of N2w York and
Caiifornis wihere State funds operate in competizion with
casuzlty companies rank the State opzrations as bzing emong
the companizs that provide th2 bast services.

2/ Comoramisz and Ral2ase S2ttlamant, Nationsl Camm/ssxon
Study 7o, 33 Ruseall, Touiss, ThHis st ud/examm-vs tha
ergumean’s for and against the us2 of compromise and ralaase
setelamznls and finds little justification for this proctice.




need to be studied and thsir causas removed
if practical and consonant with justice.

It is important to know the costs of the
adversary procedure, as well as the distortions
it may cause; i.e., delays in paymants of ben-
efits, acceptance of rehabilitation, and the in-
appropriateness of settlements. Equally import-
ant is evaluating the alternatives to an adversary
system with the inquiry system used in Ontario,
Canada, being perhaps the b-st known. It is
characterized by an administrative adjudication
of contested cases that virtually preciudes
access to the courts. An injured worker’s lack
of access to the courts may represent the loss
of an important right. Nevertheless, this
trade-off may be appropriate since the Ontario
inquiry system appears to provide higher
quality services at considerably lower costs.

For example, both rehabilitation and the
treatmant of permanent partial disabilities
seam to be handled well in Ontario.

. By contrast, in many States, agency func-
tions are very limited and often do not in-
clude medical evaluation, rehabilitation, or
reemployment counseling. Primarily they
serve as quasi-judicial bodiss, adjudicating
disputed claims. Once a decision is rendered,
an agency may have no further interest in a
case, and individua! workers may be left to
fend for themselves. Many State agencies do
not even receive reports of accidents or ill-
nesses in which no contest is involved. Im-
proving system efficiency may actually require
State agencies to perform additional tasks that
will increase their total costs of administration.

Any system has problems, in-clpding the
inquiry system. A purely administrative )
sysiem may not adequately protect the rights
of involved parties to due process. Also, the
expanded functions of a workers’ compensa-
tion agency may not work well in combination
with other programs. Considerable study is
needed to determine whather the apparent
advantages of an “’Ontario” system are real,
whether such a system could bz adapted to
conditions in the United States, and what
incentives would encourage States to adopt
such a system.

The research will focus primarily on the
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advantages and disadventages of an inquiry
system such as that usad in Ontario or ths
system used by the Veterans’ Administration.
Would such a system adequately protect th2
interes.s of the parties concerned? What mod-
ifications would be required for successful
cpezration in the United States? Which other
elements of the Ontario system contribute
signiticantly to its success? What alternative
measures could be taken to minimize
controversy and litigation?

Permanent Partial Disability. Permanent
partial disability (PPD) awards account for a
very large percentage of total workers’ com-
pensation indemnity payments -- in 1969-70,
thay were almost two-thirds of all indemnity
payments (i.e., cash awards exclusiva of pay-
ments for medical expense}. They vary con-
sidarably in relative importance from State to
State (from 39 percent in Maine to 80 percent
in California) due to differences in benefits,
maxima, and administrative policies. The
distribution of permanzn. partial awards is
numerically skewed toward injuries involving
minor disabilities. The result is th-t for a given
total of bznafits funds, the amount available
for more serious disabilities is reduced. Litiga-
tion over the seriousness of the disability is
especiaily common in PPD cases.

If the problems of equity are not adequately
dealt with, across the board liberalization of
benefits, elimination of maxima, or other
changes would probably entail large and
unjustified increases in the overall costs of
workers’ compansation. In addition, serious
questions of equity are raised by the State-to-
State variability in benefits as a percentage of
the total paid and the skewing toward minor
disabilities. While schedulss of awards may
have easad administrative burdens, they may
have led to over compensation. On the other
hand, it may b2 that more serious disabilities
have tended to be undercompensated.

-\

The mzjor costs and knotty problems of
equity involved in PPD awards led the National
Commission to recommend a comprehensive
review of present and potential approaches to




them. %/ Onz suggastion for exploration was
to consider pzrmancant partial benefits as
consisting of two components, one encom-
passing the loss of bodily function {the “whole
man’’ concept) and the other directed at loss
of earning power. This approach is attractive
both conceptually and from an equity viaw-
point. Its major problem i is the difficulty of
implementation. '

One approach to deal with the loss of
bodily function which would also reduce the
current broad variations among States, is
through the use of the American Medical
Association’s “"Guides to the Evaluation of
Permanent Impairment.”” This would provide
a rational and uniform basis for the evaluation
of physical disability. However, conditions
such as a "’bud back’’ are still difficult to
deal with.

Permanent partial disability with loss of
earnings presents a much more serious practical
problem. The occupational growth path of
earnings must be projected, assuming that the
injury had not occurred. This path of earnings
would be compared to the actual earnings of
injured workers, with the difference bzing the
banefits payable. Howaver, some adjustment
might be necessary to ensure that workers
have a sufficient incentive to seek both
rehabilitation and employment.

“In addition to the problem of what should
be included in an award, thzre is the question
of whether claims should be paid in a lump sum
or periodically reassessed. Despite the difficul-
ties of developing a reassessment system, it
has a number of potential advantages. First,
in minor disability cases, in which the injury
did not permanently reduce earnings, ben-
efits related to income loss would ba ended
once earnings returned to the pre-injury
growth path. Second, the assessmant would
automatically pare down banefits as workers
successfully readjusted to their new work
situations. Third, employers would take
greater interest in assisting the earnings
recovery process in order to reduce their costs.

L4 Comoendium on Yorkmzan’s Compznsaiion, Chaptar 9, ard
Notional Commission Repor:, p. 30

1

Reasearch will be supported into tha loss of
earnings associated with partial disabilities.
Do other factors, such as aga and occupation
at the time of the injury, halp to explain the
losses o7 earnings associated with different
pariial disabilities? Should benefits vary over
a set time path, representing an estimate of
an average recovery period? Should benefit
payments be reevaluated at intervals? What
effects do different kinds and leveals of benefits
huve on incentivas to engage in rehabnhtatxon
or to seak employmant?

Program Interrelationships. The National
Commission discussed the relation betwesn - .
workers’ compensation and othar programs. 3%
It concludad that no major benefit would b2
derivad by the merger of progra ns. Howeaver,
there was not time for detailed analysis, and
little attention was given to economies through
closar coordination among programs.

/

Many programs, voluntary and mandatory,
private and public, seek to protect workers
against the medical expense of illness or injury;
or the loss of incoms which results from tem-
porary or permanent disability. With the
expansion of fringe benefits and government
programs, protection overlaps, and controver-
sies develop over which apply in individual
cases. Also, there are still major gaps between
programs. These programs should be examined -’
to see what efficiencies or improvementsin
banefits could be achieved by better coordina-
tion. Possibilities will be explored for improved
coordination and interchange of knowledge
with various emergancy medical care systems,
health care facilities, rehabilitation assistance
resources, training and employment programs,
and disability determination units.

1t/ The list of Federal statutes and programs that directly inier-
face with State workars” compansation programs includezs (1) Coal
Min2 H2alih and Safety Act, (2) Metal and Non-Mzatallic Mia2s Act,
{3) Occupational Safety and Health Act, (4) Fedzral Employers”
Liability Act, (5) Jones Act, (5} Fedzral Employz2s’ Comgpansatian
Act, (7} Longshorzmen’s and Harbor Vorkars” Compznsation Act
(3nd ralated s:atutes), (8) Rzhabilitation Act of 1973 and E.O.
11758, (3) Federal State Vocational R2habilitation, (10} Uneraploy-
mznat Insurance/Temporary Disability Programs, {11) Employmznt
Sarvic2/R22mployment of the Rz2habilitated, and (12] Sacial
Security/Oid Age and Survivors Disability Insurance.




Today, employse protection comes increas-
ingly from private life, health, and accident
insurance, or pensions, though thase may
supplemant workers’ compansation. Such plans
may be sponsored by employers, negotiated

etween employers and employess (typicaily
through collective bargaining), or provided by
union management trust funds or mutual ben-
efit associations. By and large, this additional
protection stems from employees” demands,
partly because of tax advant.gas gained by re-

ceiving “income” in the form of fringe benefits.

Such negotiated supplements have sometimes
provided employees with 24-hour coverage,
family coverage, parmanent partial indemnity,
eic. A two-fold system has bsen evolving: a
mandatory one providing for workers’ com-
pensation coverage and a voluntary one
providing supplementary benefits. Better
integration of the private and public benafit
systems is needed. Workers’ compensation,

at least for the foreseeable future, appears to
have a role that cannot readily be mearged with
other insurance programs. Development of the
most efficient and effective relationship
between workers’ compensation and other
social programs is increasingly a necessity.
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Tha Federal Role: Policy Research

12

To undertake this major program of research,
we raco:nmend that the Federal government
set up a select research unit within tha inter-
Departmental task force, drawing on expa-
rienced senior staff from the participating
Departmenis and outside sources.

Parallel research may bhe supported by the
National Science Foundation and various
Departments workine. in close coordination
with the research unit. Likewise, we hope that
the States will join in this research effort.

We believe that this strategy of progressive -
improvements in workers’ compensation will
prove successful. The States can and will meet
the challengs to improve their systems. Work-
ing together, we should be able to reach the
intermadiate goals by 1976 and also to gain
the knowledge necessary to propose further
changes which will make our Nation’s work-
places safer and healthier, and significantly
upgrade the recuperation of thosz who,
despite our best efforts, became injured or ill
in the course of their employment.




(Except Bensfit Levals) of the National Commission 263
(as of Aprit 1, 1974)

Table 1 — State Workmen's Compansation Laws Compared with Essential Recommandations

Reconmendation 1/
State 2,11 2.2 J2.412.5402.6} 2.7 12,10} 2.1313.1113.20713.250 4.2 14.24
Alabama . b3 - - T - - * x - - - -
Alaska b3 b x - x - - X X X - x *
Arizona . - x x - x - x ® x b4 - x x
Arkansas - -~ - - - - x - »* x - - -
California x x x - x - - x X X - x -
Coloxado - x - - x - x X x x - X X
Connecticut - x x - - - - X x x - x b
Delaware X - - - - - - x x x - X x
District of Columbia b x - - x - - X . x x - % x
Florida x x - - x - - X x x - > -
Georgia - - - - - - x x x - - x x
Hawaii x x x - x - b x x x -~ x | 'x
Xdaho x x - - x - x x x x - % x
Illinois x x - - - - - x x. x - - -
Indtana - x - - x - x % x % - % x
Iowa - x - - x - x X x x X x x
Kansas - - - - - - - - x - - - -
Kentucky . - x - - x - g x x x - S %
Louisiana - x - - - - - - - - - - -
taine - X - - b4 -~ - x x x - x -
Maryland - x - - x - - x x x - x %
lassachusetts - x x - - - - x bd x -~ x b
Michigan x x x - x - x x - X - x x
Hinnesota - ? - - bd - - X x x - % x
Mississippi x - - - - - - x x - - x x
Missouri - - - - - - - % x % _ % _
Montana x x X - X - - X x X - -
Nebrasha X x - - X - X x x X X ¥ %
Kevada b4 - - - X - - b3 b4 x - x x
New Hampshire % x - x- - x x % % - by X
New Jersey - x x - % -~ = x x x - x -
New Mexico x - - - - - x X x - - - -
Mew York X X - - - - - x X bd - b x
North Carolina - - - - - - - b3 x - - - x
North Dakota x X - - x - - b X b3 - x X
Ohio - b4 X - b3 - - x X x x bd 1
Oklahoma - - - - - - x - x - - x x
Oregon x x x | - - - - x x x - x %
Pennsylvania - x b g - x - - x x X - x x
Rhode Island x - - - - - - x x X - b4 x
South Carolina - - - - - - - x x - - ¥ x
South Da¥xota - x - - b4 - - x x x - X b3
Tennessee fd - - - - - - - X - - - -
Texas - x - - x - - x 2 - x x x
Utah x X - - x - b b X X - X 3
Vermont - x x - - - x e x - -~ - -
Virginia - - - - - - - x x - - - x x
Washington . x x x - b3 - x x x x - x x
Jest Virginia - x - - - - - X x b3 - b3 -
Wisconsin - X - ~ x - - x x X - x x
Wyoming x x - - - - x - x - - x x
Total Met 22 36 15 o] 28 0 19 45 49 37 4 133 35

" x  Law mests recommended standard,

~ Law does not meet recommended standard.

1/ The essential recommendations, except for those dealing with benefit levels, ace listed on page 14. -
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Essential Recommendations of the National Commission on State Workmen's Comgpensation Laws

R2.1

R2.2

R2.5

R2.6

R2.7

R2.11

R2.13

R3.11

R3.17

R3.25

R4.2

R4.4

Coverage by workmen’s compensation laws b2 compulsory and that no waivers be

.permitted.

Employers not be exe}npted from workmen’s compsansation caverage because of the

- number of their employees.

A two-stage approach to th- coverage of farmworkers. First, as of July 1, 1973, each
agriculture employer who has an annual payroil that in total exceads $1,000 be required
to provide workmen’s compensation coveragz to all of his employees. As a second stage,
as of July 1, 1975, farmworkers be covered on the same basis as all other employees. '

As of July 1, 1975, household workers and all casual workers be covered uncar work-
men’s compensation at least to the extent they are covered by Social Security.

Workmen’s compensation coverage be mandatory for all government employees.

There be no exemptions for any class of employess, such as professional atheletes or
employees of charitable organizations.

An employee or his survivor be given the choice of filing 2 workmsan’s compensation
claim in the State where the injury or derth occurred, or whare the employmeant was
principally localized, or where the employez was hired.

All States provide full coveragz for work-related diseases.

The definition of permanent total disability usad in most States be retained. Howaver, in
those few States which permit the payment of parmanent total disability bensfits to -
workers who retain substantial earning capacity, the benefit proposals be applicable only
to those cases which meet the test of permanent total disability used in most States.

Total disability benefits be paid for the duration of the worker’s disability, or for life,
without any limitations as to dollar amount or tima.

Death benefits be paid to a widow or widower for life or until remarriage, and in the
event of remarriage two years’ benefits be paid in a lump sum to the widow or widower.
Benefits for a dependent child be continued at least until the child reaches 18, or-bsyond -
such age if actually depandent, or at least until age 25 if enrolled as a full-time student
in any accredited educational institution.

There be no statutory limits of time or dollar amount for medical care or physical
rehabilitation services for any work-related impzairment. :

The right to medical and physical rehabilitation benefits not terminate by the mere
passage of time.

14
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Tabla 2— State Workers’ Compansauon Laws Benefit Levals Comparad to tn., .:‘ tial Rac gjgr,on;
R of the Natiocnal Commission (as of Anril 1, 1974)
' P 2D . °TD - - DOATY
B r3.7 - | =38 “R3.15 ®3.21 7
. ' States 2/3 of Wases Madiaan Mazimem 2/3 cf yiaanms Mawis
A . Alabama b - X - . S 3Tk o
© Alaska 65% Cx 657 - 350+ o x »
Arizona X X b 4 X 359> ' - B
Lrkansas 65% - 65% - 35y%k : - )
Califoraia X - X - sA -
Coloradp X - x - X -
Conneccticut X X . X b < X o b4
‘Delawaze X - X - 50%** I -
p.C. ¢ X X % X 50%%* %
Florida 60% - 607 - 60% - | -
Georgia X - X - x -
Hawaili X : X x S04 -
"idzho 604* - i 6035% - L33 %% RS -
Illinois 65%4* - o 53=/x - sy f -
Indiana R T X - X - x B -
Xowa X X X x X x . ,
Kansas . X - X - KA - ST
Kentucry 55%* . - S5%H* - SEv* -
Louisiana 65% - 65% - 32%epkw -
Maine X b x X X x
Maryland X. X X % X X
Massachussetts X x - w
Michigan X - b's - X -
Minnesota X X 40% * 1 -
Hissicsippi X - X - 35% ** -
Missouri X - X - X A -
Montana X X X X X X
. " Nebraska . X - X - x -
Nevada : X ‘X X . 4 X . X
New Hampshire X X X X . X - v
New Jersey X X X X SO% :
New Mexico X - X - T 50% A -
New York X - X - 4074 *x -
Noxrth Carolina X - X - x -
North Dakota NA - NA - ¥A -
- Chio X X X - b'e X X
Oxklahoma X - X - . NAL -
Oregon X X X X NA -
o . Penasylvania X x b X 51% ** X
' " Rhode Island X - x - X -
~ South Carolnia 60% * - 607 * - 60 e :
South bakota X - x - x o -
‘Tennsssee X - X - SO x| .
Texas X - bd - . ) X -
Utan ) X X X b d . X .- x
Vermont - | o - b - ) SO% #x - B
Virginia - . X = x . - X . -
Y Washington - 60% X 60% . X - . 66=’ ko %
West Virginia X - % - SAY -
 Wisconsin X - X - 50% - .
Viyoming X - NA- - : NA ] o= .
Total Meceting. 41 17 40 16 210 8 T

= 66 2/3% or more.

* The objective for minimum benefit levels recommended by tha National Comutission and endorsad by the Administration
is two-thirds of the employee’s wage up to two-thicds of the State’s avera g2 Weekly wags, 1 This ob,echve is based on the
benzfits paid to worker irrespecitve of the number of dependents. In these States additional benefits are p;ud to the employess
for depeadents to the exient this amount does not excezd the maximum waekly benefit.

** The objective for minimum benefit levels recommended by the Natiora! Commission and endorsed by the Administration

is two-thirds of the-employes’s waga up to two-thirds of the State’s averags weekly wage. 1/ This objective is basad on the

benefits paid to worker irrespactive of the number of depandents. In these States, additional benefits are paid to th: employees
: . | for dependents to the extent this amount does not exceed the maximum weekly benefit,

1/ This maximum rises to 1005 in 1975, . .
GPO 875-745
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Exclusive State Funds Pay Off in Benefjts 1286

Excerpts of testimony in May, 1974, by IUD Secre-
tary-Treasurer Jacob Clayman before the U.S. Sen-
ate Subcommittee on Labor on the National Work-
men’s Compeansation Standards Act of 1973 (5.2009).

- Over the years the single, insistent note of em-
- ployess resisting liberalization of workers” compen-

sation has been “we cannot afford it” and of course

the basic cost of any social program is a relevant

factor. Unfortunately, employers and state legisla-
tures have not seriously examined the great poten-

“tial at hand which could make enormous sums of

money available for benefits without additional ¢in-
ployer financial input.

I amn not talking about magic. 1 refer to a well-
known mechanism, the exclusive state fund. In the
years 1962-66, considering benefits as a percentage
of premiums earned, private insurance companies
channeled 64 cents of every premium dollar received

by them into worker benefits. The balance remained

with the insurance companies. : -
During this same period, 78 cents of every

premium dollar paid to competitive state  funds

went to worker.benefits, and 95 cents of every dol-

- lar received by exclusive state funds found their way

32

into insured worker benclits—compensation and
medical care,
And therein Ties the hearet of the probliin —-the

-

major part of the nation’s worker campensation
system_has tied itself to an inordinately expznsive
system of implementing the law, the utilization of
private insurance. This system is built-on a gross
waste of a part of the premium dollar on insurance
company profits, acquisition costs, lobbying, etc,,
none of which has social or economic worth to in-

‘jured workers, for whom, presgmably, the entire

system was built. )
I believe that it makes profound sense that the exs

- clusive state funds concepi bz universalized in

this country and. that the fantastic savings inherent
in such action be ploughed into additional worker
compensation benefits. The difference batween 95
cents and 64 _cents, which marks the gap belwsan
exclusive state funds and private insurance com-
panies costs, adds up to the startling figure of 31
cents, Obviously these statistics are. not precise but
they indicale a cost savings on the part of exclusive
state funds of at least 20 cents per premium dollar
o: s high as 30 cents per premium dollar. o
_ In 1969, private insurance companies received
$3,238,900,000 in premiums. (There are some
changes in the current figures but they do not
change the import of my observations) Twenty
percent of this enormous sum would amount to
zlmost $650 million. Thus, the $1,641 billion paid
by private insurance companies in the form of
worker benefits could readily have been raised by

- $650 million to $2,291 billion, an increase of roughly

40 peicent. One might argue over these figures o
the last penny, but | feel confident that they do ac-
curalely indicate the magnitude of the possibilities.

1 wge that, at long last, this Committee grasp
the néttle, think the unthinkable, and face up to
the need for adopting the exclusive stale funds con-

~cept for the entire country.

I draw the Commitiee’s attention to a profound
obseivation made a number of years ago by Arthur
J. ‘Altmeyer, former U.S. Social Security Commis-
sioner, who was worried about the state workers’
compensation programs which were under the in-
fluence of the private insurance industry as he
wisely observed: - ‘

“.. . most of the shoricomings have grown

out of . the individualistic concepts in-

. volved in private. financing . . . | believe
“until we move a considerzble distance in
the direction of the states themselves as-

suming - responsibility  either  direcily

- through exclusive state fuads or through a



-compensation fumd operating in Ohio.

statowide mwutual insurance company we
shall find it impossible not o'tly to provide
adequate benefits to all workers and ade-
quate protection to all employers but we
shall find it impossible to carry on effec-
tiv*’!,' as we should in accident prevention

and rehabilitation.”

1 know that it is not easy or simple to dislodge
f’k insurance industiy from its firmly entrenched
pOs!tIO'l in the workers” compensation field and yet
untii this great and grievous waste is eliminated the

- waorkers’ compensation system will find it more dif-

ficult to realize its early promise to those who have
and will be victims of our industrial process. .. .
I made the point in my original testimony that

“one clear and obvious method of raising a goodly

share of the additional monies necessary to provide

~ the monetary liberalizations in this bill was to re-
quire that the various states establish an exclusive

state workers' compensat:on fund.
would be huge.

A number of years ago (1959), I wrote an article
in the Rocky Mountain Law Review on this issue,
pasticularly as it applied to the exclusive workers’
I came to
the conclusion that the entire overhend costs for
the Ohio state exclusive workers” compensation

The

savings

fund was 4% percent, while in other states the

overhead costs, acquisition costs (broker’s commis-

~sion), lobby expenses, profits, etc., spent by private

which employers paid in premiums.

insurance companies operating there was anywhere
from 30 percent to 40 percent. | pom"-d out that it
has been demonstrated by the Somers in their work-
ers’ compensation masterpiecce Workmen’s Com-
pensation (1954) that “since the later 303 benefits
have aver aﬂed about 55 percent of the amount

- Tt

Of course there have been some changes in

workers’ compensation costs since the above article

was written; they have gone down somawhat but

not enough to change
F939 ar hd:“-

The National Council on Compensation as-
sumes that insurance campanics ncad  approxi-
matm; 39 percent of the premium dollar to pay
oxpeases and make a modest profit when handling
:.mal! cinployer accounts. For example, Minnesota,

& not unt mca! private insurance company state,

%pﬂ... oul the p"mmx-h;c' expense components for

insuranse companics involved with a.mi! eraploy-

s B is as follows:

| 128’7

.
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the essential thrust of my

Such a gsvmttc waste! Naiumﬂy, the percent-
age of cost decreases as employers” premiums yrow
lar%r F or cmplaners in 1970 with annual pramium
of more than $100,000, the expenses andd profit
loading came to 30 percent in nonparticipating -
stocL insurers, 25.2 percent of participating stock - -~ -~

asurers, and 24 percent for mutual insurers. . .
- Compare these expense fzgures of 1970 with
that of cxdus:\'c state workers” compansation funds
in the same year: R

F]
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cornpﬁnmmon fund expenses

Thus, a compauson of exclusive state workers’
arnounts to 4 pe.cem
in both Ohio and West Virginia, 4 cents of cach
premiurn dotiar, while the lowest insurance com-

pany expense ratio was 39 percent for small em--
ployers and 24-25.2 percent for larger employers,
all of which amply demonsirates starthno duren—
- sion of the cost differential.

In short, there is at [sast a difference of 20 per-
cent in needless ovesfiead costs between exclusive
state funds and private insurance companies. Thus,
the estimate in my original testimony of a savings

- of $650 million based on 1969 premiums to privaie

workers” compensation insurance corpanies by
simply utilizing the exclusive state fund concep‘,
was a conservative reckoning.

‘Let mie add a few more vital statistics which
reveal as they startle. New Jersey is a private insur-
ance state in the field of workers’ compensation. In
a Final Report on the Workmen’s Compensation
System released by that State’s Commission of In-
vestigation in January, 1974, a chilling observation
was m*rd buit a factual one:

"Fmai!y,"the; most tragic aspect of the

Workmen's Compeansation system in the

State is the small percentage of premium -

which ultimately inures to the benefit of

the worker. Despite the fact that over $1.2
billion was credited to premium income

by insurance. carriers from 1967-1971,

“only 41 parcent or 5502,808,716 ultimately

found its way to the person for whom the

system was formed, the worker.

$499 rmillion was retained by insurance

carriers as operating expenses or returnad

to employers in the form of dividends or
discounts.”

Contrariwise, the State of \Vaqhin::ton which

~has an exclusive state workers’ compensation fund

reported for the year 1970:
“For every $100 collected in premiums,
the Dc partment paid out 'zpproximato.!y
$102.50 in benefits to workers.”
This, of course, was made possible by lower ex-
penses; the state is not interested in making profits,
or expending large sums for lobbying, or contribut-
ing precious premium dollars to acquire new busi-
ness. In addition, the state places its funds, both

“current andd TOSCIVes, m incoms:- br-armﬂ nvestmoents
which return their increments to workers in the form

of benefits.
_ In another exclusive state workers” compensa-

. ot

tion fund, West Virginia, tha jJune 3 ;9?':; am’ma!
report and fm_mcza} staternznt of the ‘Waest ¥irginia
Workmen’s Compensation Fund relates: - .

“From its organization in 1913 to tha pr&s* k ,
ent the Fund has pmd benefits totaling -
$531,595,394.90. When thz reserve for out-
~ standing claims is’ added to this amount, -
the total is $687,976,605.50. This is $}',a-
231,865.32 more than the total premium:
rece:ved by the Fund and reflects the fact
that for every dollar employers hava paid
in premiums to the Funad, the Fund has
paid, or will pay, to: disabled employass -
and dependents, one do*!ar,, twelve and
threa-tenths cents.” :

Nowhere can one find « sxmz!ar re&u%t in any
of the private insurance companies. stmcmr&:s, This
cannot and doas not happen. L '

I believe that thisbrief supplement ta my orig maf
testtmony makes the case clear that most statea in
the U.S. have seriously neglected their rmpam:b:h-.
ties to both workers and em,ﬁoyers by pursuing a

: soaai!y negative and wasteful policy in surrendering

the basic ddmmsstr ation of workmen’s commmmmn
to private insurance compan:a H:stm} and thas
statistical facts have ;cmcci in provmf* this ‘.p"sram'
2s not only wrong but deeply harmful to injured
workers with no meamngfu! bznefits to employers.
The arca of workers' compensation is a kind’

of tortured ground where we find human travail and.

sufx‘crmg e:ommonphcc family fru>trau9rw, ccongm-
ic dislocation, ogtan psvcm.ag:cai trauma. In
short, an area of such overwhelming call upon our
dividual and collective consciences that the pn~
vate prout of a few insurance com'}amz—w stands in-
finitely minis cule as we view tha fmrmn condition.
The tragic waste of resources by private insurance

- companies in woikers’ campe'}satmn which could

be ploughed into hope, aid and succor to. hundrecfs’
of thousands of m;urcd and maimed workers in
Amesica, in my humble judgment can be rightfully
labeled as indecent and perhaps even obscene.
$.2008 potential !y represents a - breakthrough
for social and economic justice of great and he:arto
warming proportions. We urga {hg: Commiitee to

“take that extra necessary s!g}p and mandate a5 a

minimum federal standared the creation of exclusive
workers” compensation funds. It will sorve workers

best that is dear but in lh“ fong run it will redountd
to the benefit and credit of bus-nef& anch mc!u&tt’} as

well as the tcualcc:m'nunny o R |
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