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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 Homebuild~rs 
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 Dealer 
Dick Garrod- Farmers Insurance Group 
Lou Paley, U.F.L.C.I.O. 
Bud Meneley, Nevada Independent Insurance Agents 
Bill Shewan, State Highway Department 

The first 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 requirements 
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 
requirements . 

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. 
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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. tt is modeled after a Florida bill which has turned 
out to be fairly .. ~uccessful. The Nevada Association of Realtors 
supports this bill. 

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

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

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

Mr. Vergiels said that AB 75~ will protect the owner a~d 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 ha~ 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 bqs 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 ~f the garage 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 comment8d 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 a,nd 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. 
It 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 ~cow counties" prey on tourists. 

Bob Guinn said it is something the garages can live with but to 
say th~y are b3cking this enthusiastic~lly_is.fiot true. He sai3 
there is no way they could supply a written estimate for everyone 
and he added that t'.1is 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 hi~e 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 th~ passage of this bill, he thought 
this would go to 20%. This would mea~ put~ing another man on 
the floor. Based on their hours per month, he is ~oul9 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 feit 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 comm3ttee introduce a resolution 
to establish a legislative interim study group to study ~£ivate 
insurance carriers offering workmen's compensation. This was 
seconded. by Mr .. Hannon. a11d. carried the. conmi.ttee with Mr.· Benkovich voting "no". 
Mr •.. Garrod corrmented.: that he was interested in partic.ipating 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 ·.vanted. 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.•wittenberc; TTtoved that AB 729 be "indefinitely postponed". This 
was seconded by Mr ... Demers. and carried the committee. 

SB 587 was then taken up which: 

Perinits 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 
seconcied by Mr. Demers and carried the committee. 

Mr. Demers moved that SB 300 be 11 do passed". This was seconded 
by Mr. Wittenberg and carried the committee with Mr. Moody, Mr. 
Robinson and Mr. Harmon 11 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 carri0d 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 from 21 to 18. 

Hr. Harmon moved that the amend1ents proposed by Daisy Talvitie 
be adopted to AB 708. This was seconded by Mr. Demers and carried 
the committee with Mr. Wittenberg voting "no''. 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 r.ommittee 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 
moveci 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. Demers and carried the committee with Mr. 
Getto voting "no". Mr. Schofield then moved that AB 539 be 
11 do passed as amended". 'i'his was seconded by Mr. Hickey {ind 
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 11 no 11

• 

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

Respectfully submitted, 

Joan Anderson, Secretary 
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Date ...... MAY ... 5.r ... 197 5 ........... Time ..... 3 :.oo .. P .•. M •. Room ....... __316 .......... . 

Bills or Resolutions 
to be considered Subject 

Counsel 
requested"' 

Prohibits unauthorized motor vehicle repair and 
requires cost estimates and invoices of charges 

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

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

Substantially revises condominium law. 

Substantially revises law relating to condominiums 
and cooperatives. 

''Please do not ask for counsel unless necessary. 
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COWlERCE COM . .MTTTEE 

12:_'::..0 

DATE May 5, 1975 

SUB,JECT _A,B 537 - Requires waiting period before unemployed indiv:.idual 

~;ur..e;--,.b ..... e;;.,&n ..... e .. f ........ i._t ..... s.__ ___________________________ _ 
--------------------------------------------------------------------------
!-10'fION: 

Do Pass X Amend Indefinitely Postpone Reconsider 

r--~oved By Mr. Wittenberg Seconded By Mr. Moody 

Seconded By 

AME?-:DMEN'I' : 

--------------------~----------------
~oved I3Y S~conded By 

MOTION 

VOTE: Yes No Yes No Yes :-10 

Robinson X 

Harmon X 

Demers X 

Hickey X --Moody X 

Schofield _x_ 
Wittenberg _x_ 
Benkovich X 
Getto X 

ORIGINAL MOTION: Passed X Defeated Ni thc1rm-.111 

AMEHDED & Pi\SSED AMENDJ:n & nEPEJ\.'I'ED 

AMENDED & PASSED AMENDED & DEFEATED 

--------------------------------------------------------------------------
1\ttachcid to Minutes May 5, 1975 
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• LEGTSLi'\1'10~~ i\C:TIO:! 

Dl\'l'E May 5, 1975 

SUBJECT AB 539 - Permits registered rep~esentatiY.e~s._.t~oL-.lo--.f~f~e~r~-------

subdivis~on land for sale. 

!vlOTION: 1. Adopt amendments X 2. Do pass as amended X 

Do Pass .7\.mend · I 1 .c• • - 1 · I t nc.e.:.1n1 te _.y )os pone Reconsider 

t,~ovcd By 1. Schofield 2. Schofield Secor.ded Dy 1. Demers 2. Hicb~y 

!✓loved By Seconded By 

- ------------------------------------
!':oved BY Seconded By 

MOTION l-:.MEr:D N-JLND 

VOTE: Yes No Yes No Yes ~lo 

Robinson X --
Harmon ' X 

Demers X --Hickey X 

Moody T.x 2. X --· Schofield X 
T.x --Wittenberg 2. X 

l.x --Benkovich 2. X 

Getto X 

ORIGINAL MOTION: Passec] X Defeated vii thdruwn 

• AMEHDED & Pi\SSED AMENDJ:P & nEFF.:7'.'I'ED 

AMENDED &. PJI.SSED AMENDED & DEI:'EATED 

Att~chdd to Minutes May 5, 1975 
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58TH r:i~V_l\])i\ Lr:G T ~~ TJ,'1TP]·: 

C01'{''1ERCE COJ\lMIT'I'EE 

LEGTSLl\~':;:O~J i\CTTO:! 

May 5, 1975 DA'l'E 

SUBJECT AB 541 - Restricts use of professional enqineer.'s seal and 

change:.::; gualif ication of applicants for ce!:_t_ificate to practice 
----------l-a-nd- ·su-rv-ey-ing-;-------:------ -- -------:-- --- --- ·--- - ----- --- . -- -- ··- --

!•lOTIO~: 1. Adopt amendments X 2. Do pass as amended X 

Do Pass Indefinitely Postpone Reconsider 

l":oved By 1. Wi tteilberg 2. Wi ttenbergcconded By 1. Demers __ 2-_.__J1,QQ..QY._ 

!·loved By Seconded By 

------------------------------------
!v:oved BY 

VOTE: 

Robinson 
Harmon' 
Demers 
Hickey 1. Not 
.Moody 
Schofield 
Wittenberg 
Benkovich 
Getto 

Yes 

X 
X 
X 

MOTION 

No 

voting 2. Yes 
X 

Not votil!.9:._ 
X 

X 
X 

Seconded By 

Yes No Yes 

--------------------------------------------------------------------------
OP.IGINAL MOTION: Pc1sscd X Defeatcc1 vii thc1r.u.wn 

AMEHDED & Pi\SSED AMENDrn & nEFEJ\'I'ED 

AMENDED & PASSED AMENDED & DEFEATED 

--------------------------------------------------------------------------
Attachci<l to Minutes May 5, 1975 
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SUBJECT AB 603 - Prohibits professional engineers employed by public 
agencie~ from engaging in the private practice of profesiional e~n-g~i_n_e_e_r~i_n_g_ 

during hours of ~uty with such agencie~-·---------------------

!'10TIO!';: 1. Adopt amendments X 2. Do pass as amended X 

Do Pass .!\mend Indefinitely Postpone Reconsider 

Vioved By 1. Demers 2. Getto Seconded By 1. Schaf ield 2. Schaf iel1 

N•1ENDMf.NT : 

---------------------

!·'loved By Seconded By 

AME::-:D7·1Et-.;'J.': 

!'-1.:ovcd DY Secondec'! By 

HOTION 

VOTE: Yes No Yes No Yes 

Robinson X 

Harmon X 

Demers X 

Hickey X 

.Moody X 

Schofield -x--

Wittenberg -x-
Benkovich --sr-
Getto -x-

ORIGIHAL MOTION: Passed X Def ea tccl vii thclr.awn 

AMEHDED & Pi\SSED AMENDf:P & PEFJ;l\'I'ED 

l\MENDFD & Pl\SSED AMENmm & DL:l·'ENl'f•:D 

--------------------------------------------------------------------------
Attnchci<l to Minutes May 5, 1975 
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SUBJECT AB 625 _ Permits mobile home buyer to rescind contract with 

dealer within specified time period. 

-----------------··--------------------------------------------------------
MOTION: 

Do. Pass 

Moved By 

A~1ENDHENT: 

Moved By 

AMENDMENT: 

Moved BY 

VOTE: 

Robinson 
Harmon 
Demers 
Hickey 
Moody 
Schofield 
Wittenberg 
Benkovich 
Getto 

X Amend 

Mr. Demers 

MOTION 

Yes No 

·_x_ 
__Ng_t present 
--1L-
~ 

X 

~ 
X 

X 

X 

Indefinitely Postpone 

Seconded By 

Seconded By 

Seconded By 

AMEND 

Yes No 

at time ofvote ---
--- -

--
-- --

Reconsider 

Mr. Hickey 

Yes 

--------------------------------------------------------------------------
ORIGINAL MOTION: Passed X Defeated Wi thc1rawn 

AMENDED & PASSED AMENDf:P. & DEFEATED 

• AMENDED & PASSED _________ AMENDED & DEFEl\'I'F.D 

--------------------------------------------------------------------------
Attached to Minutes May 5, 1975 
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DA'i'E May 5, 1975 

SUBJECT AB 653 - Requires locdl governing body to establish thermal 

design requirements. 

------------------------------------------------------------------------
!·lOTIO?--:: 

Do Pass 

Moved By 

!·1oved Hy 

!-;oved BY 

VOTE: 

Robinson 
Harmon 
Demers 
Hickey 
Moody 
Schofield 
\·Ii ttenberg 
Benkovich 
Getto 

Amend 

Mr. Wittenberg 

Yes 

.x 
X 

X 
X 

X 

X 

X 

MOTION 

No 

Not voting---

Indefinitely Postpone X Reconsider 

Seconded By Mr. Demers -------------

Seconded By 

Seconded By 

Yes No Yes 

Not present al time of vote 
-- . -------------------------------------------------------------------------

ORIGINAL MOTION: Passed X Defeated Wi thch:-a,;.,m 
I 

J~MEUDED & PASSED AMENDr:n & nEFEl\'i'ED 

]'\MENDED & PASSED AMENDED & DEFENl'ED 

-------------------------------------------------------------------------
Attached to Minutes May 5, 1975 
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AB 659 - Makes various changes in small loan law. 
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--------------------------------------------------------------------------
MOTIO~: 1. Adopt amendments X 2. Do pass as amended 

Do Pass Amend Indefinitely Postpone Reconsider 

Moved By 1. Demers 2. Harmon 'Seconde ·1 By 1. Harmon 2. Demers 

A1-f8NDMENT: 

Moved By Seconded By 

AME!'-:DMENT: 

Moved BY Seconded By 

------------------------------------------------~. ------------------------

VOTE: 

Robinson 
Harmon 
Demers 
Hickey 
Moody 
Schofield 
Wittenberg 
Benkovich 
Getto 

Yes 

MOTION 

No 

l-.MEND 

Yes No Yes 

-- ----------------------------------------------------------------------------
ORIGINAL MOTION: 

AMENDED & PASSED 

AMENDED & PASSED 

Passed X Defeated Wi thc1rawn 

AMENDT:D & DCFEJ\TED 

AMENDED & DEFEATED 

--------------------------------------------------------------------------
Attached to Minutes May 5, 1975 
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DA'l'E May 5, 1975 

SUBJECT AB 675 Makes certain changes in air pollution regulations. 

~-10TION: 

Do Pass 

Iv;ovec! By 

~oved BY 

VOTE: 

Robinson 
Harmon' 
Demers 
Hickey 
.Moody 
Schofield 
Wittenberg 
Benkovich 
Getto 

.7\..mend 

Mr. Getto 

Yes 

X 

X 

X 
X 

X 

X 

X 
X 

!-lOTION 

No 

-x-

----

Inaefinitely Postpone X Reconsic1cr 

Secon6ed By Mr. Wittenberg 

Seconded By 

Seconded By 

Yes No Yes 

--------------------------------------------------------------------------
ORIGINAL MOTTON: Passed X Def ea tee] vii thc1rcn-.1n1 

AMEHDED & P.7\SSI.:D AMENDl:I~ [, J:EFF:l\'I'ED 

AMENDED & P/\SSED AMENDED & or:l:'EATED 

---------------------------------------------------------------------------
Attachcid to Minutes May 5, 1975 
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SUBJECT AB 697 - Substantially revises condominium law. 

12:18 

---------------------------------------------------------------· --------· 
!·lOTION: 

Do Pass Amend 

1,;oved By Mr. Wittenberg 

!·loved By 

!.t;oved BY 

HOTIO~ 

VOTE:. Yes No 

Robinson X 

Harmon X -Demers X 

Hickey X 

Noody X -- --Schofield X 

\·1i t ten berg X -Benkovich X 

Getto X --

Indefinitely Postpone 

·seconded By 

Seconded By 

Seconded By 

Yes No 

X Reconsider 

Mr. Demers 

Yes 

-- -- . -------------------------------------------------------------------------
ORIGINAL MOTION: 

AMENDED & PASSED 

AMENDED & PASSED 

Passed X Defeated Vii t.hc1rm•m 

AMEND~D & nEFEATED 

AMENDED & DEFEATED 

-------------------------------------------------------------------------
Attached to Minutes 

I a}! 5 r 1975 
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DA'l'B May 5, 1975 

58'fll ~;EVi\l)i\ LEC:l~~T.i-.'lTPi·: 

cor-t~lERCE COMMITTEE 

LEGTSLi\TI01J i\~TIO:! 

1239 

SUBJECT AB 700 - Requires local governments to provide licensing and 

regulating of farmers' markets. 

--------------------------------------------------------------------------
MO'I'ION: 

Do Pass X Amend Indefinitely Postpone Rcconsiclcr 

Eovcd By Mr. Wit-Lenberg Seconded By Mr. Getto 

Seconded By 

!/:oved BY Seconded By -----
------------------------------------------------------------------·-------

VOTE: 

Robinson 
Harmon' 
Demers 
Hickey 
Moody 
Schofield 
Wittenberg 
Benkovich 
Getto 

OP.IGINJI.L 

AMEHDED 

AMENDED 

& 

& 

Yes 

X 

X 

X 
X 

X 
X 

X 

X 

X 

MOTION: 

PASSED 

PASSED 

MOTION 

. No 

Passed 

A~-ILND 

Yes No Yes :-ro 

X Defeated vii thrlruwn 

Ar-mNnr:n & nEFEJ\'I'ED 

1\MENDED & DEFEJ\'l'F.D 

--------------------------------------------------------------------------
l\.ttach~<l to Minutes May 5, 1975 
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C0!--1:'1ERCE CO:HMITTEE 

LEGtSLl\TIO'.~ .i\1.TTO:! 

Dl\'1:F. ~ay 5, 1975 

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

!•lO'fIO~;: 

Do Pass 

ZV:oved By 

!1ovec1 By 

AME~:D?·!ENT: 

1/oved BY 

VOTE: 

Robinson 
Harmon' 
Demers 
Hickey 
Moody 
Schofield 
Wittenberg 
Benkovich 
Getto 

ORIGINl\L 

AMEtJDED 

AMENDED 

& 

& 

X 

Mr. H:1rmon 

MOTION 

Yes No 

__ x_ 
X 

__ x_ 
JiQ1_ VO ti n__g___ 

X 

X 

Not voting 
X 

X 

MOTION: Passed 

PASSED 

PASSED 

In~cfinitely Postpone Reconsider 

Seconded By Mr. Benkovich -------

Seconded By 

Seconded By 

Yes No Yes :-10 

X Defeated \·ii t.h(lrawn 

AMENDr:n & nEF __ Ei\'I'ED 

AMENDED & DEFENrI::O 

--------------------------------------------------------------------------
Attached to Minutes May 5, 1975 
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Dl\.TE 

SUB,JECT 

May 5, 1975 

COM.:'lERCE COMMITTEE 

LEGTSI.l\tIO~l i\C'T'TO".'! 

1 r.r-•1 .✓-,r· 

AB 708 - Places moratorium on enforcement of restrictive 
air polll·.tion and emission standards on public utilities:-· 

'·10TIO~ · · · ··1. Adopt amendments X X 

Do Pass 

2. Do pass as amended 

In~efiniteJ.y Postpone Recons id,:;r 

t-:oved By 1. Harmon 2. Hickey Seconded By 1. Demers 2. Harmon -------~------

!-'loved By Seconded By 

1/:oved BY Seconded By 

MOTION AMEJ'.:D 

VOTE: Yes No Yes No Yes :-10 

Robinson X 

Harmon ' X 

Demers X 

Hickey X 

Moody -x-
Schofield -x-

Wittenberg ~ 

Benkovich X 
Getto X 

ORIGINAL MOTION: Pc1ssed X Defeated 

AMEIJDED & PASSED AMENDrP & DEFEATED 

N·1ENDED & Pl\SSED AMENDED & DEFEATED 

---------------------------------------------------------------------------
Attachcid to Minutes May 5, 1975 
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cm,PIERCE COMMITTEE 

D.A'i'E May 5, 1975 

SUBJECT AB 716 - Requires ·adoption of minimum insulation standards 
for all public and private buildings constructed in Nevada. 

!·lO'I'IO?'-:: 

Do Pass 

Moved By 

A?-1ENDi·1ENT: 

!·loved By 

A!'-m~-:DMENT: 

!-:oved BY 

VOTE: 

Robinson 
Harmon 
Demers 
Hickey 
Moody 
Schofield 
Wittenberg. 
Benkovich 
Getto 

X Amend Indefinitely Postpone Recor,sidcr 

Mr. Wittenberg Seconded By Mr. Hickey 

Seconded By 

Seconde<l By 

!-10TION 

Yes No Yes No Yes 

X 

X --
X 

X 

X 

X -X 

X 

Not present at time of vote 
-------------------------------------------------------------------------

ORIGINAL MOT+ON: Passed X Defeated Wi thc1rawn 

liMEIJDED & Pi\SSED AME:t-mr:n & l~EF'El\7ED 

AMENDED & PASSED AMENDED & DEI-'Cl\Tr:n 

-----------------------------------------------------------------------· 
Attnchc<l to Minutes May 5, 1975 
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COM?lERCE COM.MITTEE 

DA'l'F. May 5, 1975 

SUSJEC~ AB 729 - Permits private ins~rance carriers to write 
workmen's compensation insurance. 

!·10TIO~:: 

Do Pass Amend Indefinitely Postpone 
X 

1223 

Reconsider 

Mr. Wittenberg Seconded By Mr. Demers 
---------- -----

!-loved By Seconded Dy 

!~oved BY Seconded By -------------

VOTE: 

Robinson 
Harmon 
Demers 
Hickey 
Hoody 
Schofield 
Wittenberg 
Benkovich 
Getto 

Yes 

X 
X 

X 
X 

!-10TION 

No Yes 

Not present at time of vote 
Not present at time of vote 

X 

X 
Not prese:ii1:at time of vote --

No Yes 

-------------------------------------------------------------------------
ORIGH-!AL MO'.n:oN: 

AMENDED & PASSED 

AMENDED & PASSED 

Passed X Defeated 

AMENDrn & nEFEATED 

AMENDED & DEI:'ENl'ED 

-------------------------------------------------------------------------
Attached to Minutes May 5, 1975 
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COM~IERCE COM..MITTEE 

LEGISL,'\~_·:;:o:J i\1.T10~! 1224 

DI\'i'F. May 5, 1975 

SUBJECT AB 754 - substant{ally revises law relating to condominiums 

and cooperatives. 

!·!OTim,;: 

Do Pass 

Eoved By 

!·loved By 

!~oved BY 

VOTE: 

Robinson 
Harmon 
Demers 
Hickey 
l-loody 
Schofield 
l·li ttenberg 
Benkovich 
Getto 

X Amend 

Mr. Harmon 

Yes 

X 

X 

X 

X 

X 
X 

x 
x 
X 

HOTIO~ 

No 

Indefinitely Postpone Reconsider 

Seconded By Mr. Schofield -------

Seconded Dy 

Seconded By 

Yes No Yes 

--------------------------------------------------------------------------
ORIGINAL MOT+ON: Passed X Defeated Vii thc1rawn 

AMElJDED & Pi\SSED AMENDT:l: & l"!EPEJ\'i'ED 

]',MENDED & PASSED AMENDED & DEFCNl'ED 

--------------------------------------------------------------------------
Attached to Minutes May 5, 1975 
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58TH t:EV:'\l).:\ r,r:r.1 ~~T.,\':TH!-: 

CO.M.?lERCE COMMITTEE 1225 

DA'i'E May 5, 1975 

SUBJECT SB 300 - Prohibits unauthorized motor vehicle repair and 
requires cost estimates and invoices of charges. 

-------------------------------------------------------------------------
MO'fIO~-:: 

Do Pass X Amend Indefinitely Postpone Reconsider 

Noved By Mr. DE=.n~e=r~s .... · ______ _ Seconc~_ed By Mr. Wittenberg 

!-loved By Seco;ided By 

!~oved BY Seconded By 

HOTION A!'-IBI':D A:·-Jr.;,.m ----
VOTE: Yes No Yes No Yes !-!o 

Robinson -Not voting 
voting ---Harmon Not --Demers X 

Hickey X 

Moody Not voting 
Schofield X 
Wittenberg X --Benkovich X 
Getto Not present at time of vote ---------------------------------------------------------------------------

ORIGINAL Mo'i':i:oN: Passed X Defeated Vii thclr.awn 

AMEHDED & Pi\SSED AMENDf:p & l'!EFET-.7ED 

AMENDED & PASSED AMENDED & DEI-'EA'l'ED 

-------------------------------------------------------------------------w 
Attached to Minutes May 5, 1975 
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DATE May 5, 1975 

CO}'!.J:-1ERCE COMMITTEE 
LEGISL,'\'l'::O:J 7,r'TJO;! 12~6 

SUBJECT SB 515 - Changes funeral director and embalmer lice~sing 

qualifi~ations and increases licensing fees. 
----------------- ·--------------------------------------------------------
MOTION: 

Do Pass X Amend ---
Moved By Mr. Schofield 

A~1ENDMENT: 

Moved By 

AMENDMENT: 

~oved BY 

MOTION 

VOTE: Yes -No 

Robinson ·X -Harmon X 

Demers X 

Hickey Not vot-!:.!}_g_ 
Moody Not VO t .:!:.!lg_ 
Schofield X 

Wittenberg X --Benkovich X 

Getto X 

Indefinitely Postpone 

Seconded By 

Seconded By 

Reconsider 

Mr. Benkovich 

· Seconded By --------------

Yes No Yes 

--------------------------------------------------------------------------
ORIGINAL MOTION: 

AMENDED & PASSED 

AMENDED & PASSED 

Passed X Defeated Wi th(1ra.wn 

AMENDI'D & DEFEATED 

AMENDED & DEFE1\1'ED 

--------------------------------------------------------------------------
Attached to Minutes May 5, 1975 
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CO~PlERCE COMMITTEE 

Dl\'l'E May 5, 1975 

SUBJECT SB 587 - Permits accelerated payments in certain instances to 

contractors performing highway improvement or construction. 

- ------------------------------------------------------------------
!·lO'rim,;: 

Do Pass X Amend Indefinitely Postpone Reconsider 

Mr. Wittenberg Seconded By Mr. Demers· 

!·loved Py Seco:ic~ecl By 

!~oved BY Seconded By 

-----------------------------------------------------------------------

VOTE: 

Robinson 
Harmon 
Demers 
Hickey 
Moody 
Schofield 
i·li ttenberg 
Benkovich 
Getto 

Yes 

.x 
X 

X 

X 

Not 
Not 

X 

X 

Not 

HOTION 

No 

.-
---

present at time 
present at.time 

-
preseril:a t time 

Yes No Yes 

of vote 
of vote 

of vote 
--- ----------------------------------------------------------------------

ORIGINAL MOT~ON: Passed X Defeated Wi thc-1rm\'n 

l~MElWED & PAS~ED AMENDr:n & l':l-TE7\.'i'ED 

--
]',MENDED & PASSED AMENDED & DEl'CNl'ED 

--- -------------------------------------------------------------------· 
Att<1chcd to Minutes May 5, 1975 
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JACK SCHOFIELD 
SENATOR 

1308 SO. 8TH STREET 

LAS VEGAS, NEVADA 89104 
(702) 384-3334 

401 So. CARSON STREET 

COMMITTEES 

VICE CHAIRMAN 

EDUCATION 

•

CARSON CITY, NEVADA 89701 
(702) 885-5627 

MEMIHIR 

GOVERNMENT AFFAIRS 

HEALTH AND WELFARE 
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 requirraments 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 requira~ents to become 
an apprentice embalmer. 

Changes in fees merely to update given current economic considerations. 

For any further explanation, please contact Senator Schofield. 

Thank you. 

Sincerely, 

J. Stefan Gonzalez 
Intern, Senator Schofield 



• 
Example of retent held by State 
on Highway Construction Projects 

Hypothetical Case 
$6,000,000 - Project 

SB.591 

4-22-75 

1230 

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

1st Month 

2nd Month 

3rd Month 

% Work 
Complete 

8. 3· 

16.7 

2 s. o· 
4th Month 33.3· 

5th Month 

6th Month 

7th Month 

8th Month 

9th Month 

. ' 
41. 7· 

so. o· 
58. 3· 

66.7" 

75,0· 

% Work 
Remaining 

91. 7 · 

83. 3· 

1s. o· 
66. 7. 

58.3 

so. o· 

41. 7 

33. 3· 

25. 0. 

$ Amount 
Remaining 

s,soo,ooo· 

5,000,000 

4,500,000' 

4,000,000· 

3,soo,ooo· 

3,000, 00_0 

2,soo,000· 

2,000,000· 

1,soo,000· 

Retent held 
(Present Method) 

so, ooo· 

100, ooo· 

150,000' 

200,000· 

250,000· 

300,000' 

300,000' 

300,000' 

300,000 

- (Winter shutdown 4 or 5 month duration) 

10th Month 

11th Month 

12th Month 

83.3· 

91. 7· 

100.0· 

16. 7· 

8.3 

o· 

1,000,000· 

soo, ooo· 

o· 

• 

300,000' 

300,000' 

300,000 · 

Retent held 
(Proposed Bill) 

so,ooo· 

100,000· 

150,000· 

200,000· 

250,000· 

300,000 

300,000' 

300,000' 

75,000* 

75,000· 

75,000· 

75,ooo· 

· (It normally takes 30-60 days to clear project after work is completed, retent 
is withheld 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 propos_al. 

Under our present method retent would remain at $300,000 or SI of the original 
contract amount. 

~ F.H.W.A. now approves proposed method -

• 
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1. 
F. CRITTON Mc-.CONNELL 

,-,TORUEY AT Ll\'11 

1231 
A61:J-q 

Carson City, Nevada 
· :August lL.,; 1972. 

BEFORE THE 

. L'EGISL\TIVE Cff ~rISSIO:~: s sr~co:<:!ITTEE 

·statement of F. Britton McConnell* 

.i-Iy name is Fo Britton McConnell and I am· and have been 
~ atto~ney-at-·lm·1 since admitted to practic~ · in California and 
•dernl Cou"!:'ts in 1925.. At pr~sent, I am in priyate_ p~actice in 
~os Angeles. ~f· 

At. the request of· insurance _·clients, I attended. a 
meeting of the Neya<la Commerce Committee in Las Vegas on 
February 26, 1971, and conferred informally with the ro8mbers of 
that Co~nmittee an<l with some of the witnesses regarding the Nevada 
workr.i:'~n:: .s compensation system and functioning of .the Nevada 
I , ... h,,c-t·y--i ~,, r'rvn,-... ; C-C"; ,._.,., • T !:11 r.o rH c-cuc-C"nd f-h/'.'\C'D r.·,ntt-o"Y"C' ... ,; .,..,.._ ..,., ___ -- ...... , _____ ... _ .. __ .... _..., __ , _ c._.__ ....-. ..... ..., ..Jw- ------- ... - __ ._. ~ "•--!.1 

-rcpresc:n!:nt:Lvcs o,f priv2tc insurance compo.n:i.es and :i.ns1.1~::-n1c:0. ar;ent$ 
in Reno ·who transact substantial business in other lines than 
workru~nrs com~cnsationo ,,· 

In the proceedings of the Comm2rce Committee, the NIC \•::ras 
9nly one of a nuinber of important subjects assigned to that 
Corr~ittee.. The Com..rr1erce Cor.-!.".!1ittee concluded that a more thorough 
study of .NIC should be undertaken by another Comn1ittee assign~d to 
survey· the past and current affairs and financial condition of 
NICo Your present Subco::1.r:ri.ttee was therefore established and after 

• 
i 
: . 
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... . 

informal consultations and co,1.1:nencing on August li-, 1971, I was 
employed as a spicial consult~nt with respect to the administrati 
structure of NIC and related matterso Since attending the !i}l'.:!etir 
on Au.;ust-4~ 1971, I have attended meetings of your Committee in 
Carson City, in Reno and in Las Vegas, h~ve read the exhibits thJ 
have been filed and have conferred extensively ·with Peat, Han-1icl( 
Hitchcll & Company during the course of their study of NIC and 
preparation of their report filed with· your Committee in February 
1972. -

* A concise biography of experience in workmen rs compensation 
insu1·ance is attached--Exhibit 1. 

I nm nppcai·in.;; before yo.t1-·t·o:Jny· to- m~kc a report to 
you one~ to ra.:-~kc ;.iysclf av.:?.il.:iblc for. discussion of m.-!.ttcrs th.:it 
have bcc·n bro1.1_3ht~ be fore yo:.1r Cor:::-ai t tee in the course of your 
e>:tens:i.ve p1.·occcdin,:;s. I feel that your ColT'suit tee has £unc tioned 
wfth e:-:ce:ptionai.ly good efficiency because of strorig executive 
planninz and alsp because of havin; established and maintained 
good re) ~cions \·11th and resultin6 full c-0-op2ration fa:o~n the 
organ:i.zations >· a 6 cncies .and individuals who hnve furnished the 
testin~ny and prepared the exhibits. 

Senator Carl F. Dodge, your Chairman, and the other 
members of your Co:n:i.littee have kept in the forefront c~xplicitly 
and throu6 hout your proceedings, that the Nevada Industrial 
Insurance Act, the Nevada Occupational Diseases Act and the 
Industriai _Safety Act were enacted and exist f~r the benefit and 
safety of employees. 

The Nevada System of ·uor1<rr:en I s Co:nnensation Laws. 

Nevada was one of the first states to enact work~enrs 
cornpe::ns.:ition la,;,1s. Since original enactrr:ent in 1913, your 
Leg5.slat,_.re has st~Jdied the systcra and adopted am~nd:-a~nts ,;-~here 



• 
shown by legislative hearings and debates to ·be appropriate. · 1'his 
is a proper and orderly system of procedure and. it is worth 
remembering and preserving in order to avoid political devices · 
whereby sonie State Legislatures have been bypassed through 

- "Governors r Com."Uissions" and similarly Congress has been bypassed 
. in iike manner through "Presidents I Commissions .. "- , · _. . · 

Following is the legislative history of the Nevada 
work:,en 's compensation system.. - . . . :> ·. · . , . 

- ... ~ : ~ .· .- . 

The Nevada Industrial Insurance Act l~as ·pass~cl in 1913. 
(NCL 616) .. · The Act has been amended by· the Legislature· in 19 l.5, · 

.1917, 1919, ·1921~ 1923; 1925, 1927, 1931, 1935, 1937, 1939,, 191.1, · 
1943, 19lJ-5:, 1947, 1949, 1951, 1953, 1955 1 1957, 1959, 1961,· 1963, 
1965, 1966., 1967, 1969 and 1971-:. · ·· · · .. ·· · •· · 

~ . . ... : 
. The Nevada Occupational Diseases Act was passed .in ·1947 
(NCL 617) .. Amendments were passed in 191;9, 1951, 1953, J.9.55> l.957., 

e.959, 1961> J..963> 1965,. 1966, 1967, 1969 and 19._71. · .. ' .: . · . -
. !•-.,,,. • • • .. . -.. 

. The Industrial Safety /~ct was passed by_ the 1955 Lcgis-_ 
· lature {NC_L 618) ... It has· been emended in 1967 and 1971.·· 

The nbovc lcgisla'i:ive .h1stor";{·covers a span of 58 years .. 
At 29 of i.ts Sessions, you_r Lc;;islatm:c adoptC!d amendm~nts and 
those ~ctions, of necessity; too~ into account, among oth6r · 

-rcl~v~nt n~tters, the population· and the economic condi~ions of 
. their t ii:~~s. The followinti facts as to the population nnd 
· d istrib:1tion· of- the population must be causally related ·-to this 

legislative histbry. .. .. -·. 

The population of Nevada· as shown by census data: 

1910 ... 81,875 
1920 77 ,!107 
1930 91,058 
1940 - 110 ,2!•7 ~ 

1950 - 160,083 
1960 285,278 

•lo-.·• 

• 1970 ..:. 488.,738. 

Exhibit A--oaae 3 



The population of Washoe 

Washoe 
1910 17,434 
1920 18.,627 
1930 r. -3 "L.1 > ..... , 

1940 32,416 
1950 50,205 
1960 84,743 
1970 121,068 

and Clark County: 

- Clark 
3,321 
4 3.::c · : J~ 

8,532 
16 .,4lli-

,, 48,289 
127,016 
273,288 

. i 
;,. 
·~ 

i 
1 

It is estimated that at this tin1e, 197i-1972-~ · Nevada -i 
has a total of appro:<:imc1tcly 240,000 employees in all occupatioi1s 
of which numlJer 200,000 arc covered under the workmen rs compens.1t.i 0:1; 

law. Eruployees -of the State of ~evada and political subdivisions , 
are covered. . . . l 

.. .;: . . .. ··- ... 
• . 1 .. 1 

. In recent years' NIC has not been in compliance 'h'ith 
:- .. 

bnsic principles of insuranceo These ~rinciples and th~ substance _i_._: 

of the. Nevada St.1t11tes are sum.r:iarized as follm•7S in the·. report of 
Peat, Han-1ick, l-iit_chcll & Co.. filed with. your Committee in 
February, 1972: 

"The Nevada ·Industrial Com.11is~io~ ,-like all insurers, 
operates not on a pc::.y-as-you-go system, but _on the 
basis of charging to a year for which premiums arc: 
paid the ultimate and total costs of all accidents­
occurring in th~t yearo Thus, for most claimants~;-
.thc benefits provided by lm-1 can be effectively ·: . 
guaranteed only if the Co:nmission sets aside from · -
premiums each year the amounts needed to pay the costs 
which will accrue in the future for accidents of that 
year. The amounts so set aside are very real 
liabilities of the CoIT' .. -uissiono To the extent the 
amounts set up are insufficient, current accident 
victims could suffer the loss of future benefits to 

·, 
~ 

' . 
.1 
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which they are entitled by law" The significance of 
this liability is recognized in oth2r jurisdictions 
where State regulators of ·commercial insurers manifest 
constant concern over the adequacy of the amounts set 
up~"-

. 
A recent test of claim reserves set up as of June 30, 1968, ?t 

It ~· ,,, 6 ..,,,.,i') 
S~ .· ,/1 :i0';:1 :,VV~ o 

and rcc1ppraised as· of June 30, 1971, SL1ow2d a deficiency of 

t!· :i· 
I~ 
-:;~ 

;'~i 
?i· 

.:-4. 

:t :-;.,-

-~li 

At this point, a concise st::itemcnt of·customary,and> in 
fact, necessary ·administrative. procedures_ of ·workmen ts compensation 
will be of interest .. When a claim ~s first recorded, a reserve must 
be set up as a liability., generally called "incurred· but not paid .. " 
TI1c amount of ~he r~serve is the total amount estimated to be 
n'.quircd to fully pay the claim regardless of whether the times and -~ 

;jrf. ar,:ounts of payIT!ent terminate within a short period or extend over a li period o~ many years., In insur:-nce accounti~g, the ar~oun t · of the 
:;J•~:scr.ve includes the.. amoun~s pa1.d on the :lnim., Inev1. {:a?ly, the . 
:;i~f1rst reserve established 1.s not the precise amo_unt requiredo Claim 
.~ .. f_ilc!> must he reviet•ied systematically ~nd frequently so tha:..: the 
ii .rcsi:rve can be adjusted as the facts as to disabil:i_ty., medical expense, 
:'l an<l death are taken into account" The individual reserves are thus 
:j required to be increased or decreased but each shou.ld be redundant, 
-:~ th,1t is, a little mo!:."'e than is considered safely· adequate and so 
:kl thc1t as claims are closed, there will not be a drain upon surplus but 
?! t·.:ithcr a planned, reasonable increase of surplus. Such an increase 
t} is required on good actuarial principles to maintain a proper relation 
::i h7t\•:~en annual premium volur:ic and surplus o The closing· of a claim 
·-:~: \.11th \·1h~t is p1.-csumably a final adjustm2nt of the reserve to the 
·If actu:il final cost is an important administrative decision that 
·"J i:cq:1in~s skill ·and experience. At J·une 30, 1972, NIC had 12,318 open 
,,.,,., cl ·1 lns li. . , ~. 
;~ 
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The [ollm•:in6 tabt1lntion shm-1s for the ycnrs 19G0 - 19 72 
the nu1::be=rs of insured e::::ploycrs, total pr~miums an<l ch.:1n6 cs o:; 
surplus in thc operation of NIC: 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 

Number of 
Emnloycr Accounts -~----· -----

8,015 

9,r.16 
9,936 

10,819 
11,316 
11,615 
11,547 

.11,869 
12 ,Li-30 
12,923 
-13,223. 

5,653,631 
6,301,659 
6,960,125 
8,614,832 
9,212,803. 
9,422,673 
9,039,804 
8,910,113 

10,081,858 
.11,829 ,519 
14,049,509 

·16,889,310 _ 

Surplus 

6,074,92G 
6 ,8ll ,5!tJ 
6,871,191 
7,608,463 
8,514,852 
9,952,128 

10,837,136 
8,886,201 
9,241,736 
7,084,817 
6,239,125 

. 1,606,067 

It will be noted that there were slight decreases of 
surplus in 1963 and i~ 1967 ,·ith small but not very significnnt 
dccrc.:lscs in 10 69 .;!nci 1970. A dr2r.:-.atic loss 0£ surplus ccc1..1!'.'r~,j 
in 1971 and this- drain of surplus may have·continued into 1972. 

·-:~ 
·< 
. ' . ~ 

. ;, 

. - ·r 
··-i 

J 
' ' ~ 

-~ 

. ~~ 
Claim Volume - }fcdical Facilities: 

;t . _· ·.] 

As shown above, the population of Nevada tripled in the _ ·J 
past t\·TO decades and is nnw more than 540,000. The number of ·->: 

wor.lm12n I s compensation claims also tripled. · In 1952, NIC recorded ·? 
10,699 claim files;· in 1962, the number had increased to _19,057; f.:. 

and the estimate for 1972 is 29,382. ·j 
Almost half of workmen rs compensation claims involve .· :~ 

only medical expense. This is true in Nevada and in other _· ·J 
jurisdLctions. The report of P}m&Co shm-,s that NIC has or is in f; 
the course of installing good systems and plans for levels of . ·)! 
administrution and of responsibility and authority in the pcrr.0:-.7".:·. I 
of NIC ~ccording to the nature and potentials of change in the W 
course of the history of individual claim cases. ft 

~; 
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An essential of an efficient workmen's compensa~ion system 
is nro~pt ~nd first-class medical treatment for injured:~0ployccs. · 
'i'ou~- Comm:tttec has received testimony and exhibits cove:=:in:g th~t . 
su\Jjcct and it has bc~n shm-m th.:1t there is good communi.c.:i_tion · a~d. 
n · spirit of co-opera ti<?~ b~~~~~en __ ~~-~g __ ~nd the. ~edicnl ?_s_soqL1tions. 

· ,\ f(:j, 01:t furnished by l·~r. N'clson B. Nc.i:f,. Ex.e:cutive Scc_:=-ctary. of· 
. the.: :(,:.-v~~da St.:iLc .1-;0-c!icnl Associatio:.1, d3t:2d .Tuly 27 > 1972, supplies 

Li!~ foJ lm1i11;_~. su;-:1m,:n:y" as to present numbers nnd places· oE: practice 
o[ :)l:y~;icians: . _ \~/: .. · _· .. · · . ·:. - ·"· .. · 

•.• 

110,1 July 5, i955 l'72vada hnd a total of 227 physicians~ ·· ·· -
licensed and practicing in Nevada., As of July 1, ],972 .. _·. 
there \-:e~e 582 doctors licensed in tJevada ·and iri · ·._· ... ~- ·-: - · 
practice· in the state. This supplies some in_dicat1on 
of the grm-1tJ:1 of m-~dical practitioners in_ ·the state> ·., 
\•1hich has· been accelerated as the population has g_rm,in. 
'J.'hcrc were. 81 doctors licensed between September 7·,. 1971 

· and June 10, 19 72. · . . ·_.•; ;-

. ' 
'~ith reference to the physician populati6n, Clark and 
Washoe ~aunties, Clark County has 5 physicians in : . 
service in Bouldct C~ty, 12 in Henderson, 240 in ·· 
Las Vegas and 10 ii:l North Las Vegas, for a total as of 
August 1, 1971, according to the listing of the Nevada 
State Board of :Medical Examiners, of 26 7, 

'l·lasho8 County as of the same date had 3 physicians: •i~ _. 
pr...icticc in Incline Village, 2i0 in Reno and 12 in;.: ··. 
Sparks for·a total of 225. Both counts, for HashoC:! County 
and for Clark County, include specialists of evcry:~ranch 
of medicine. 11 

"faking the. 1970 census figure of 489,000 persons living 
in Hcvada·, and adding conservatively 51 > 000 gr.ow th factor 
since the 1970 census, you get an estimated state 
population of 540,000, and dividing this figure by.the 
582 doctors whp practice in Nevada as of this datc,wc 
get a ron6 h nvcragc of 9L~O persons per physician. 11 

··~ 
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Your Nevada State Division of Health has furnished a li 
of licensed hospitals as of Harc1.i. 1972 shmving their. locatioi1s, 
ownership, size and facilities. The total in the State is 24. 

The distribution of physicians and of hospitals is a 
naturc1.l process that is governed by need .:ind this can be discc~::1e. 
from the ab0·vc population st 2tistics and from considcrnt:ton of tb 
locations of the operations of the large employers. NIC st~tcs 
that the tHclvc J.Qrgcst employers employ approxim.::i.tcly 18. 5% of .1 : 

employees covered -by wm:krocn 's compensation in Nevada,. 

Unclcr this heading, I will only briefly discuss n nur.-.l>e: 
of subjects \-:hich arc U!1dcr ccn:-d.dC!rD.tion and which will rc:quj_rc_, 
decisions either of action in the 1973 Session of your Le;~is l~1tu:· 
or <leclsi0ns to ~ostpcnc and perhaps schedule for further stu<ly. · 
I nnticip:1.tc th.:?.t it i~1-~y b~ appropri.::.tc for me to file- a supplc:t'.1C' 
to the rcpo~t Iara sub~itting to you to-day and this ~ill be 
governed by our discussions. I previously m:mtioncc1 the facts -
which sho·.-;•cd that NIC had c.~cparted from_ basic principles 0£ 
insur.ance :i.n recent years and I discussed· one of· the causes 1vhicl1 
apparently '\·.'as inadequate revie,-1 and revisions to assu1:-e rr,o.intcn,: 
of adequate claim reserves. There was another important dep;ircur 
£ro;n b;.:sic principles of insurance and this arose from or.:~ or mer 
acts of the Legislature which increased disability benefits 
retroacti.,re:lv·. This put your wor}:men 1s compensation system into 
the political arena and if the precedent _is continued, the prctc:1 

that NIC is 2.n insurance operation will have to be abmi.doned bec.:1 
there will be no standards but only political pressures. The 
history of social security is sufficient to illustrate this point 
If additional paym~nts are to be made to workmcn 1 s compensation 
claimants to suppleH;2nt the benefits pc1yc1ble because of the rate 
C·c,r·11"'·-,,- _,, ..... .: -·- 1-----'), ~ ---...Je- ..-t..,:, s•·-t··'-..,. ..,t tl-....-, +-].'"C 0.(: 3·~1·t"'-·· chi - • uG,t:--,G.L...LU1t .J<..:..Vc:t.L L~ U1JLt .t- .... LLt:: l.c..1. ut...c o. 11.\,.., t.- •• ,u .L .1, ,.,., -,·, . 

S ·no;,,.L~ l-..,:, c::,.., ..... :.. :s ,.., \• 7c 1 -f--:,·,- .• ,_._,.:Ol1 1-y '·l··D Str-•-- ::i·1a' .:,...s t~-:-:.:-::-~-_,,2;::-:; - u u UG '-'•''-=-. CJ. , ...... \' .,,._c,.;..._...__ c. ... ,,-..1.. LJ L !e c .. lt:. at ,.t_L" u .... ,Jl<..; 

and C):pl:i.ci.tly so identified 0ecause the funds co:11c from the . 
general frn:.,.cis supplied by all taxpayers and not £rem prerr:iums pal 
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by cr.;ploycrs: ~a~c~ng the difficul.t and almos"t ':niquc situatfa>n; . 
the report: 01: Pr:}.:&1,...0 recorrunended that for a per:tocl of futtn:c yen~S)\ 
the r.::.tcs be increased enough to repair. the dangerous invasion of 
li1c• 5 surplus. This is contrary to all principles of insurance and 

.. actu:n:ial science. Rates must be adequate to pay the claims that 
:iri$(! dm:ing thz period of their use and must be. adjusted upHard 0,1: 
dolmt·:ard by actuarial treatment of stat:istics o Whethei: adjustfflBnts 

·arc· politically wise should ~never be "·a·~eo~rat"'ion .. · 
.. -. 

Nevada. premium ar;,d loss stati,$tics are .not pf Jl'U£fJ..e:t-•t 
vol u:ne > considered alone> to meet actuaric:.l standards· of . . . . · · 
credibility for rate-making. For thi's reason, Nevada must continue 
it:; reliance upon · statistics accumulated' in other juri"sdictions ii:tnd 

. a.p;llicd by· analoJy to Nevada conditions.. The essential and . · . . . . 
\hlCh,:m3eable standard for insurance rntes is and must continue to be· 
th:it they shall not be excessive nor inadequate· nor unfairly : · , 
di.!,c1~it:iinntory and. subject to experience rating plans with debits.:~ 
crl'."dits to cncouro..,;e safety activities and capital expcndituies ·f.or 
s.1ft1ty installations by cmployC"rs. . ... · . · 

Your Co!Ttilittcc · nearcr-ma'riy"':wiFncsses,. o..n i11e( subjc.ct .of 
or n·ot I\:xc .should .continue as a state. monopoly. 

t;.:::-::·~:U!:~::ic:bJ.y > the staff of ~IC pro<'uccd tcsti1:1ouy and c;::hibits 
in ,:-.:tL':1sc of their past activities and present status •. '.the. 
i:i t n(•st.(:s in fnvo:: of r.ela::d.n6 the monopoly and allowing private 
h::an:~;:1:~c. ;:nd sclf-ins:urnnce by laric er~ploycrs who would post · 
!.-:.·c-~i:.-ity bonds~ pr.~scntcd valuable testimony but on the whole., 
not .1s co~;:prchcnsivc and persuasive as would, in my cpin:ton) be 
:-~·ciu~1~cd to justify a recom:nendl!tion thnt the present monopoly be 
tyrr:in:.1i.:cd. I. think a period of ~vcral yca~s will have to clnpse · 
b,:f():::c thc:cG, can exist the essential conditions that ,-,ould justify .. 

.. :t:c;;i c bi,si~ change in .the historically necessary and now existing 
;.t.1:·c Jt:o::opoly. If private insurance and self-insurance were to be · · 

· . .1i:i.h)rizcd by legislation, there would have to be a whole new 
<:o:7lt:!::-: of Statutes.. Rates would have to be regulated;· policyholdl\r 
C . ' .l\'h.cnds t·:ould also have to be regulated; the Anti-Rebate Statutes 
uo~ld have to be revised and amended; a system of ·test audits would 
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·~-- .. 
have to be instituted_· througn·~he office of the Insurance 
Con~missioner and the Insurance Commissioner would have fo develop 
a staff of experienced examiners in worl-men 1 s compensation and a 

· whole new set of periodical verified reports and Nanual governing 
e>::aroinc1ti.ons to assure protection of the pi.iblic j_1\tetest. 

It may be significant th2.t although witn~sf.;es favored 
private insurance and a right to self~insurance., no insurer or 
association of insurers or agents came forward with specific , 
proposa'J.~.· ·- As a statutory monopoly,. NIC is in constant dnngcr 0£ 
drifting into the inefficiencies inherent in monopoly· and Hhich a' 
gunrded against and corrected by competitiono Unquestionably, 
competition· is. the greatest regulator as to prices and sexvices ~ 
the best protect ion of the public intel:E:st. Lacking it, I think ! 

that the ~ev~da Legislature should continue its cxcclleht practid 
of considcrc.tio..1. ~of its workmen I s compensation system ·by one or 
of its Co:mnittee~ at every Session. : · 

· r·have enjoyed the.personal associations which have 
developed 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 0£ esteem for all of the people in NI 
the ~!embers of your Subcommittee ~nd the witnesse·s I have met and 
heard. ,:·, .. : 

.Respectfully submitted.··· _.,,..: . . . 
·' . £7"> . .· . . . l .. ,-~- ,f. >~ ,:,,.,._. __ ., __ _/ 

/ . , 
. 'F. ,Britton H~ConnelL .. 

-
\ 
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August 14, 1972 

EX1lJT~TT l 

BIC~;P~;\PHY 
OF F.. BRITTO:-~ VicCO:,~ELL 1 s 

EXPERIE~\CE E{ \:Ol~i:~.:s~~ rs co:.;y,:::;\SATio:,I I0!'SUP~'\?\CE 

1914 - 1925 

1925 - 19li-O 

1955 

1952 

1955 - 1963 

1963 -
Present 

Err!ployccl by Cnlifor-nia St~te Cor.1pcnsat1.on Insurance 
Fund (interrupted by service in U. So Army 1917-1919)0 
This employrr.cnt included office, field and .bran·ch. 
office experience in. every ph2se of wor:-krnen 1 s 
con1)e.nsation insurance administration and at conclusion: 
Assistant Secr~tary, r~signed to enter practice of law . 

. In private practice, princ:i.pally trial ,;•;rork of 
thousands of stnte and federal workmen's compensation 
cases and hundreds of trials of other kinds of cases, 
and close association ·with executives of numerous 
workmen I s compensatio~ insurers. 

General Counsel, Pacific Employers Insurance Group. _ 

Member ·of Insurance Com;nittee as City Councilraan and . "' ..... ~ ,._,_ ,,.,_ a perioa as 1-iayor oi: Lut'! vlt.Y _.s:; n---~·-"'-- IT.!11-U.!. JJCVCJ..;...y l..!....!..J.;:>o 

Insurance Commissioner of California including personal 
participation and shpervi~ton of the administration of 
\•Jork.men rs coillpensation lm·1s and administr.:1tivc · 
procedures, includin6 particip.ation in functions of 
California Inspection Rating Bureau. 

In private practice in Los Angeles and San Francisco 
dealing principaily Hith casualti insurance carrie.r 
executive matters. 
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Chapter 16 

The administratiYe costs of workmen's compen­
sation include the expenses and profits of prinlte 
insurers n.nd State funds, the cost of ndministcring 
sclf-ins~1rnnce plans, industrial 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 nnd rehabilita­
tion se1·viccs. The relative magnitude of these costs 
prO\·ides one measure of the dliciency of the work­
men~s compensat-ion system. 

PRIVATE INSURER EXPENSES 
AND PROFITS 

'· -Been.use p1].Yate insurers write more than SO 
percent of the T.orkmen:s compensation premiums, 
their administrative rosts are proportionally im­
porttrnt. .An additional reason for inYes6 7ating 

. theh· expenses and profits is that the role of pri-
. ·-:vate insurers in a social insurance 1>rogram 1s 

chronic:.11ly open to challenge. 

Premium Components 

Prin,tc wor];:inen~s compensation premiums 
must }>rovicle for benefits, expenses, and a margin 
for profit or contingencies. 

Services provided by expense and margin 
components.-The conventional listing of the ex­
pense and margin components is: 

• 

(1) .Acquisition and .field sup~rvision ex­
penses (sales) ; 

(2) Inspection and buren.n expenses; 
·(3) Claim adjustment expenses; 
(-1) General nclministrntion nn<l payroll auclit 

(.>Xpcnses; 
(5) Taxes: licenses:nncl foes; and 
.(G) Prnfit and contin6encics. 

.Acquisition and field supernswn expenses m­
clude: commissions to agents and brokers, saln.rir;; 
for sales repre2Pntath·cs and s:-iles managers, ad­
Yertising costs, and other e~penses incurred in 
acquiring: lmsiness. 

Safety progrn.ms and membership in or snb­
scribi.>rship to the sen·ices of rating bureaus and 
other bo:1rds and associations are supported by the 
sec:01 J cxpl'nse componc-nt. 

The third proclncrs the salaries for staff claims 
ndjusters, fees to inde1wndent adjusters, nncl ct.her 
monies neeclecl to adjust claims. 

The general ndministmtion ancl payroll auclit 
component prodc1es for the payroll m~dits neec1ec1_ 
to determine the employer's final payroll for the . 
year (and hence his premium) and for all the 
other expenses incurred by the instFer in con­
nection with the issuance and servicing of the 
insurance . 

States premium taxes an~l fees are t11e fifth 
component. 

Federal income taxes are paid out of profits n.nc1 
n contingency fund. This component also provides 
a margin for dh·idends and reserYes against un­
usual charges for benefits (losses) in excess of the 
Yolmnc :mticipakd hy premiums. The actual profit 
or margin for diYidends depends upon ho,·.- nct.nal 
losses and expcn;;es compare with the loss and ex­
pense nilownnce in the premium. 

Some expenses are incurred to prm-idc clirr:ct 
benefits to insured employers. Rxpenditures by 
insnn•rs can he present('d from this point of vicw.1 

.A.dministrati,·e expenses of din~ct benefits to 
insured employers: 

Claims nc1justrnent expense5 (to t11e e:dent 
tlwy rcpresrnt. sc-rYire to employers); 

Safety program expenses; 
ExpenSP$ incurred in ann l~·zin~ the einploy-

267 
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cn-"s l'Xposnre, advis!ng how it shonkl be km­
dlcrl, and arr,rn~ing for the proper insura11ce 
protection; and · 

Portion of margin 1-~t.urned to cmp1oyl•rs as 
dividends. 

General nclrninistn1tion expenses. 
Pnro selling expenses. 
Profit. and contingencies ~llo,vance: 

Distributed to others than tha insured; 
Retained as surplus. 

Adjustment of claims, to the extent that they 
represent determinations that the employer him­
self would handle othen,ise, are for his benefit; 
to the extent that tne}' are incurred to protecL the 
insurer, they are administrative expenses of the 
insured. Expenses for safety programs are, in the 
1011g ntn, almost exclush·ely for the benefit of 
insured employers and protection of employees: 
though insurers may benefit to the extent thut 
losses are prevented or reduced wit.hout a com­
pe1:sating reduction in rates. If the employer did 
not purchase insurance, he would either Jun-e to 
pay for other safety services or forego t.heir bene­
fits. Although expenses incurred for risk analysis 
and insurance adv.ice result in direct ·benefits to 
t.he insured, the need for such advice arises out of 
the decision to buy insurance. Policyholder cfo·i­
clencls are a clear benefit to insured employers. The 
items not of direct benefit to the insured plus the 
im·estment earnings of the insurer attributable to 
workmen's compensation premiums, are regarded 
by some observers as the true net costs of nclmin­
istering workmen's comp~nsation ill3urance.2 

Expense and margin 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 prm·icle 
n 2½ percent -profit and contingencies allowance. 

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

Perc-e11& 
Acqui!'.ition und field supen-ision expense 

(sales) ---------------------------------- 1,.5 
General administration expense _____________ _ 

Claims adjustment cxpen;;~------------------
Tuxes -------------------------------------
Profit and contingenci(>;:I ____________________ _ 

S.4 
S.2 
2.7 
2.5 

Total------------------------------------ 30.3 

1243 

For employers paying le.:;s than $500 annually: 
an cxpensl~ co11stant, a }0.3..:; constant, or hoth is 
added to !he premium in mo;;t States. Thr: e.xp•mse 
constant 1s usually $15 for prc:uiu111:; up to $JOO 
and $10 for higher premiums: in dfoct 15 pncent 
additional or;t a $100 dollar pr-cminm'; 2 percent 
on $500. . · 

Employers·pn.ying at least $1,000 annually are 
rated under either the premium discount or retro­
spectirn rating phu described in the next cho.pter. 
Botl~ of these p1ans reduce the expense and profit 
loadmg as a percentn.ge of the premium becansa 
it costs rebtirnly less to se.ll and administer in­
surance for large companies. Two sets of discounts 
a: e used for large firms: one set for stock insurers 
( or ot.hers l-iecting the stock discounts) and the 
other for non-stock insure:s ( or others using the 
nonstock disconnts). The nonstock discounts are 
lower because insurnrs electing· this discount pa.y 
di\·iclends which may r'"\f!ect expense savings. On 
the portion of the premium in exec&'> of $100,000, 
for example, the expense and profit loadings for 
stock and nonstock insurers are as follows: 

[In perce:it] 

Acqubition and fi~ld sup~rvision expenH •• _________ _ 
Cenarat Jdmi11istr3tion ex~c.ns~-------------· ......... .. 
Claim adj•,stm,nl ex~•nsa· ·-···-----·-·--. ·--·-··­
Taxe:; 
Profit attd conling!nci:J1 ____________________ ., _____ ,._ 

To:ar_ ______ . ___ .. ···- .. ·-· ···-·----·-·· ·-· .. __ 

Stock 
Insurers 

6.0} 
4.6 
8.2 
2.2 
2.0 

23.0 

fl9a~ock 
ins1Jten 

18.0 

8.2 
• 4 

~.3 

3•).9 

)Iost oft-he diffen•nce reflect; allowances for ac­
quisition and field supen-ision and :for general 
administration and payroJl audit expenses. 

Actual Expenses 
The actual expenses incurred by insurers arc 

less than the 30 percent expense loading minus the 
2.5 percent. profit and contingencies allov;ance. 
Table 16.1 shows for 1!)50 through 1970 the ex­
penses incurred 'by nonparticipating stock in­
surers, participatingstock insurers, n.ncl mutual in­
surers e:(prcssecl as a percent of premiums earned. 

In rn,o participating stock insurers h:.i.d the 
highest expense ratio, about 30.!J p~rcent. Partici­
pating stock insurers and mutual insurers both 
had substantially lower ratios: 25.2 pereent for 
par stocks and 2-LO percent for mutuals. Kon­
particip::i.ting insurers spent c~nsiclerubly more on 

:--~-- .... -:--.. ·.-.. .. 



.cqnisition and field snpcrns10n expense. than 
cli<l the ol her two classes of workmen:s comJ)ens:J.­
tion insurers. 

For comparison "·ith other socin.l insurnnce pro­
grams at. the e-lose of this· chapter, the ratio of 
the'se cxpens!'s to benefits pa::l was for nonpar­
ticipating stock: insurers, :1:P.4 percent; for partici­
puting stock insurers, 41.4 percent; and for mutual 
insurers 38.1 percent. 

T2ble 15.1.-lOSSES AND EXPENSES trr.uRRED AS A PEr.~ErHAGE CF NET PR£. 
MIUMS Ef,?.NEO, BY TYPE OF EXPE..SE I.NO BY TY?E OF t~;SURc.R. 1550-70 

Year 

155:t. ••. 
1951.. __ _ 

)S52 ••••• 
19)3 ••••• 

195~ ••••• 
19!">5 ••••• 
lSS& •••. _ am, ____ _ 

wms ..... 
l9S9 ••••• 
1~50 ••••• 
1551 ••••• 
l9':i2-. ••• 
!SSL ••• 
1954 ••••• 
196S ••••• 
1956 ••••• 
1967-. ••• 
ISSS ••••• 
1~;9 ____ _ 

1970 ••••• 

1950 ••••• 
1951 ••••• 
1952 ••••• 
1~53 .•••• 
1S5t ...... ... 
ms .... . 
ms .... . 
1557 ••••• 
1953 ••••• 
1959 •.••• 
mo ..... 
1961.. •.• 
19>2 ••••• 
HC3 ___ _ 

19$4 •••• 
1~55 •• ·-
1S55 •.•• 
1~57_., __ 

•

%8 ••• c 
%9 •••• 

1970. __ _ 

losses 

61.~ 
65.S 
t't. l 
69.6 
56.4 
59.S 
60.2 
62. l 
63.5 
65.9 
64.9 
65.9 
63.0 
63.6 
63.~ 
6~.o 
64,3 
63. 7 
63.2 
M.l 
63.S 

60.3 
69,0 
61.6 
57. 0 
52.5 
52.4 
55.2 
58.9 
~9.5 
62.4 
6~.3 
65.3 
GS.4 
ts.o 
62.6 
63. l 
6U 
t()_ 7 
5'.U 
~7. 7 
60.9 

Ex:,enses 

Commis- O:h~r 
less sior.s 2cqut'.;itloo, Ccrterc1 T2xes, St?tu!ory 
a~just- and l,eld admin• l,cer.se5, Total cn~er• 
ment b:ok&r• super\'isia:r, istration and wri:ing 

10.3 
9.6 
8.8 
9.1 
8.8 
8.7 
2.0 
9.0 
9.0 
9.2 

· 9,4 
9.2 
9.2 
9.0 
8.7 
8.9 
8.7 
8,6 
8.2 
8.5 
8.5 

8.2 
8.7 
8.2 
8.4 
8.3 
7.9 
i.9-
7.5 
8.1 
8.1 
8.3 
8.8 
8.6 
8.5 
9.2 
8.1 
8.1 
8.0 
7.6 
7.5 
8. 7 

age ar.d co!lec- fees g~in 
lio.1 e,pe~se 

lionparticipalinz stock insurers 

13,5 3.9 S.4 
)2. 9 3.8 8. 9 
12.4 3.6 8.3 
12.2 3.4 8.1 
12.3 3.3 8.5 
12.5 3.3 8, 5 
12.& 3.4 8.4 
12.4 3.2 8.2 
12.2 3.2 8.4 
)2.1 3.1 8, 3 
12.2 3.2 8.5 
11.9 3.3 8.4 
11.9 3.3 8.4 
11.9 3.2 8.2. 
11.8 3.0 7. 7 
11,6 2.9 7.5 
11.4 2.6 6. S 
11.1 2.6 6.9 
10.4 2.3 6.8 
10. 2 2.3 6. 7 
S.6 2.2 6,6 

Participating stock insurers 

5.0 3.5 6. 5 
7. 8 3. 3 6. 2 
8.2 3.4 6.4 
8. 7 3.5 6. 1 
8,0 4.3 6.3 
7.8 4.1 6.2 
7.6 4.1 6.2 
7.0 4.2 6.6 
8. 3 4.1 5. 7 
8.6 3.6 S.6 
8.0 3.0 5.2 
7.6 3.2 5.3 
7. 5 3.1 5. 2 
7.4 2. 9 4. 8 
1. s· 2. 1 4. t 
6.8 3.1 4.8 
7.1 2. 5 4. 7 
7.1 2.3 5.2 
5.2 3.0 5.6 
5.1 3.3 5. 5 
5.1 3.3 5. 3 

3.8 (0. 9 
3.9 33. l 
3.8 35.9 
3. 7 35. 5 
3. 5 36.4 
3. 5 35. 5 
3.4 35.8 
3. 8 35.6 
3.4 S5. 2 
3. 7 35.4 
3.6 3S,9 
3.6 35.4 
3. 6 35.~ 
3.8 :;s.1 
3.8 35.0 
3. 7 3~.6 
3.6 33. 2 
3. 7 32.9 
3.7 21.4· 
3, 7 31.4 
3. 8 30.9 

2.4 28.6 
2.6 28.6 
2. 7 28. 9 
2. 3 2~.o 
2. 2 29. l 
2. 3 28.3 
2.0 27. 8 
2.1 27. 4 
2.3 28. 5 
2, 2 28. l 
2.3 2s. 8 
2.4 27.3 
2.4 26.8 
2.4 26,0 
2.4 2~.4 
2. 3 25. 1 
2.6 25.0 
2. 5 25. l 
2. 7 24.1 
2.7 2U 
2,8 25.2 

-2.3 
-5.6 
-1.0 

2.S 
7.2 
3.6 
3.0 
1. 3 
0.3 

-2.3 
-1.8 
-2.3 

0.6 
0.3 
1.6 
1.4 
2.5 
3.4 
5.4 
4.5 
5.2 

11.1 
2.4 
9. 5 

14. 0 
18.4 
19.3 
17.0 
13.7 
12.0 
9.5 
8.9 
7.4 
7.8 
9.0 

11.0 
11. 8 
10.9 
l~.2 
16.8 
13.2 
13.9 
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. Ti~lc 15.1.-tOSS~S 1,,;o EXPrnsrs INC!!~RtD AS A PtP.CU.TAGE CF IIET 
p~n.;:ur,,S EAP.:1:0, BY TYPt OF EXPi::,SE l\.llD 6'( TYPE CF l!ISURER 
lSSO-iJ-Co~ :bod 

Ex,.enses 

Co:nmis- Ot~'!r 
Year Lesses lo:s sions 2cqui~i;ic;n, Genual T<txes. Stalutory 

adju~?-- and f!dd 2dmi:1- l~ce;:se,s, Tc!al tm~e:-

1950 •••• 61.S 

1951. ·-· 62.2 
1952 •••• 62.3 
lS53 •••• 59.8 
195~---- 55.4 
1S55 •••• 57.2 
1956 ____ 5S.3 
1957. ·-- 57.4 
1958 .••• 62.0 
1959 ____ 63.8 
1950 ____ 63.0 
1961. ••• 62.9 
I'· ;2 ___ • 61.4 
1953 •••• 65.1 
1964 .••• 63.0 
1965 •••• 61.4 
1955 •••• 61. 5 
1S57 .••• 64.3 
1953 .•••. 60. 7 
)959 •••• 61. & 
1970 ____ 63. l 

mf.:it b:o!t.er- supe:visicn, ist,ation .:-.:d writing 

8.0 
7.9 
7.6 
8.0 
7.6 
7.7 
8.1 
8.0 
8. 7 
8.4 
8.3 
8.5 
8.7 
8.8 
9.1 
S.9 
8.5 
8.5 
8.0 
8.2 
8.1 

a;;e a,:d cr.11'.'C• fees t:ain 
tion expert>'! 

Mu!u,I iosurers 

2.2 5.2 6.5 3.1 25.0 13.1 
2.2 4.7 6.4 3.2 24.4 13.4 
2.1 4.& 6.1 3.2 23.6 14. l 
2.1 4.5 6.0 3.2 23.8 16.4 
2. l (9 6.7 2.9 2~.2 20.4 
2.1 5.4 7.0 2.8 25.0 17.8 
2.2 S.I 7.1 2.8 25.3 16.4 
2.3 5.3 7.0 3.1 25. 7 16.9 
2.4 5.3 7.4 3.1 26.9 11.l 
2.3 5.1 7.0 3.3 26. l . 10.1 
2.4 s.o 6.9 3.0 25.6 11.4 
2.3 5.1 7.1 2. 8 25.8 11.3 
2.3 5.1 6,9 3.0 26.9 12.6 
2.4 5.3 7.2. 3.3 27,0 7.9 
2.3 5.2 7.0 3.4 27.0 10.0 
2.2 5.2 6.8 3.5 25.6 12.0 
2.3 4.9 6.3 3.5 25.5 13.0 

-2.3 4.9 6.1 3.6 25.4 10.3 
2.3 4. 7 6.2 3.6 K8 14.5 
2.2 4.6 5.9 3.9 24. 8 13.6 
l. 9 4.5 5.S 3.6 24.0 12. 9 

s~urce: l,suranc~ Ex~•nse Exhibits (Countrywide), compiled annually by the National 
Ccuncil on Com;iensa!ion Insurance. 

The. expense ra.tios of n~: three clnsses of insurers 
were Jess in 1970 than in 1950. :Nonparticipating 
stock insurers reduced their expenses by 10 per­
centnge 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 mutun.l insurer ratio 
declined from almost J 5 percentage p9ints in 1960 
to less th:m seYen points in 1970. 

Xonparticipn.ting stock insurers ,Yerc 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 
claims adjustment expenses. 

Expense ratio:::, excluding claims adjustment ex­
penses1 for workmenis comp~nsat.ion jnsnranco 
o\·cr the 10-year period 1801-70 are compared in 
table lG.2 with scwral other major Jines under­
written by property and lial,i1ity insmers. In only 
one linc, group disability income insurance, was 
the <'Xpi:nsc rutio lower. W'orkme>n's compc>1isation 
claims :~djustment expenses: between S and 9 per­
cent of 1970 written pn:miums: we:rc substantially 
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grNi.t~r than the 1 to~ percent ratio for group di_:;­
nhilit.y in:mranee bnt kss than the 13 to 1G pere.:!nt 
cxpc-.riencecl in nnt0!11obile bodily injury injury lia­
hilit.y insurance. In cornp;1ring workmen's com­
pensation insnnmce expc>ns~ ratios ,,ith group dis­
ability insurance ratio;:;, allowance should be made 
for tho safety sen-ices rende1:.Cid by "·orkmen~s com­
pensation insurers, the r~latirn diffit:ulty of adjust­
ing workmen~s compensation cb.irns, and the many 
snrnll companies that purchase workmen~s com­
pel1sation insurance but not group disabilitv 
insurance. 

Tab!~ IS.2.-EXPHIS:S AS A PE~C£NTAGE Of PREMIU!~S WRITTEN AiiO U1HJE:l• 
\VRITl:'IG P?.OrlT AS A P£RCftiTAGE OF PR~MIU,\IS EARNED, BY LliH: Of 
li'ISUR!\11CE, I,ol-1370 

Percentai~ or p,~rnium,wri?ten 

Lina cl insurance C(li;1mis>ioo 
aijd 

bro~?rlle 
fees 

Stock insurars: 
Workmen's compansalion •••• 10.0 
Fire •...••••. __ .·----··- .•• 24.4 
Hom'!v'Hil!f~ multiparil. ••••• 23.2 
Comm,rcial rn~ltipar;1.. ••••• 13.9 
Autorr.obih collision •••••• ___ 16.9 
Autoraob;la bodilt injury 

Ii ab;lity _ •••• _ •••• _. ___ ••• 15. 5 
Autom~bil3 property daml&a 

liability ••••••• ___ •••••••• 15.9 
Croup disabilit1 insuraoc~ ••• 8.5 
All lines combined .••••••••• 18.0 

Mutuil insurdn: 
Worf. nn's comp~osatio11 ____ 2.3 
firA • ••••• •• • • •••• • •• • ••••• 15.6 
Hom?'lwners nul.iparil. ••••• 13.6 
Commercial multiperiL. ••••• 13.8 
AutomolJild collision •••.••••• 8.1 
Automol>ill hJdily injury 

liabi!ity ____ ••••• ______ ••• 7.8 
Autom~l>ib property dJm~1• 

liability ___ .• ___ •• __ •••••. 8.1 
Croup disalJili!'l ir.surar.ce ___ 2.5 
All fir.es c,Jm~·,ned ••••••• ___ 9.2 

t [xc.h;d~s fos~ ajju:;tm!ot ~Xp!!IS?~ 

Other Total 
under- undar-
writini writing 

expens:-?i I exy::nS::!3 t 

12. 5 22.5 
lS. 5 40.9 
12.7 35.9 
17.2 35.1 
12.4 29.3 

13.1 28.6 

13.5 29.4 
9.5 18. 0 

14.1 32. l 

14.5 15.8 
13.1 :¼. 7 
15.2 35,8 
21.2 3S.O 
14.9 23.0 

15.2 23.0 

15.3 23.4 
8.6 11.1 

15.5 24.7 

u,,~ar­
Wiitii!g 

pre.it as a 
perc-?ri!.aJ~ of 

premiunn 
e.arned 

4.9 
-.2 

-7.9 
.4 

-.4 

-4.7 

-6.3 
-.1 

-1.0 

12.4 
12.6 

-4.l 
6.2. 
1.7 

-1.4 

-5.2 
.1 

2.2 

Source: ''Best's Az1regates an1 ,\veralaS, 1971," p;,.139-!42 and 203-211. 

'\Vorkmen's compemation expense ratios vary 
among insmers also. Table 16.3 shows variations in 
total workmen's compensation undenvriting ex­
penses incurred in 1970, less claim adjustment ex­
penses, expressed as a percentage of net premiums 
written among a sample of stock insurers and mu­
tual insurers writing at least $10 million in pre­
miums each. 

AHhougl1, the expeme ratios may val'y among 
States, it is mua1 to assume that they do not. The 
ratios would he expected to rnry with the an•rage 
premium size in the State, premium tax ratcs, 

12•1S 

population clensit.y, nl}cl other factors. On foe other 
hn.nd, one study suggested that the differ,)nc:e be­
tween the countr_priclc ratio and the r:i.tio for 
)Iinne:sota w.1s not sig j fic,1.nt.3 

Profits and Losses 
An insnrer·s total profit depends upon its under­

writing gain or loss, its investment J_)l'Ofit or lo;;s, 
and, to a minor extent, other in.;ome. Its under­
writing gain or loss is nu,,asurecl by how much pre­
miums ~xceed benefit charges and expenses. Its in­
vestment profit includes net investment income 
(interest and dividends recej\·ed less investment. 
expenses) ancl capital gains, both rcaliz~d and un­
realized. l;mealizecl capital ga.i.ns are included be­
cause insurers are required to record. in their bal• 
ance sheets common stocks at m:.i.d:et value. 

Underwriting gain or loss~-One measure _of 
underwriting gain or loss is provided in table 16.1. 
The statutory underwriting profit of an insurer is 
determined by subtractinr, from its earned pre-• r::, 

miums its losses (benefits paid) and expenses. The 
earned premiums recognize that some of tha pre• 
miums ·written in eadier years were for protection 
during the current year and that some of the pre­
miums written during the current year ,1·ere for 
protection in the fotme. The benefits and expense 
totn)s allow for amounts that will be paicl in hter 
years for accidents and sen·ices that occurred dur­
ing the current year. 

According to table 16.1, nonp::i.rticipat.ing stock 
insurers had a statutory underwriting profit in all 
but 6 of the 21 years ending with 1970. In 10 of 
tho.se years, the profit equaled or exceeded the 2.5 
percent target. The last. 5 yen.rs were all in this 
category. 

Participating stock jnsurers and mutun.l insur­
ers liad a profit during each of the 21 years. Par­
ticipating stock profits exccecling 10 percent in 
1-1 of the 21 years, including the fast 7. 11fotual i:1-
surer profits exceeded 10 percent in all but 1 
year. These insurers returned part of these profits 
to their policyholders as cfo·ic1em1s. For example, 
based on a sampling of :N'ational Council files, 
Burton estimated that. particip:i.ting stock insure.rs 
paid 9.2 percent of net premiums earned as cliYi­
clends in 1961-G2. :Mutual insnrers paicl 12.2 
percent:1 

Table lG.2 shows adjusted underwriting profits 
for the 1!}61-70 decade for stoC'k and mntu:11 in­
surers for each oft he major lines of insurance writ-

"': . 1-·--· ...... -'!'~-, .. 



• ten by property and liability inrnrers . .Acljnstcd 
und('nniting p,·ofits arc corrcctc1l for the fact that 
some C>xpenses should he charged to the Jl('Xt year. 
Gcn<"rally, whcn premium ,·olumc is riiling: ad­
justed underwriting profit c:- ~ceds the statutory 
profit . 

.According to table 1 G.~, h1 the sixties stock 
insurer (participating and nonparticipating) ad­
justed underwriting profits were 4-.9 percent; mu­
tual insurer profits: 12.4 percent.. '\'\roil:men's com­
pensation insurance pr0,1ts exceedecl thosa in any 
other line. 

For the 54 insurers ,vhose 1970 C>xpense ratios 
are sho\Yll in table 16.3, the adjusted profit ratios 
of •10 stock insurers ranged from -5.1 percent to 
31.0 percent. The 1-:!, mutual insurers range was 1.5 
percent to 22.8 percent. 

Table IG.3-0ISTP.IBUTIOtl OF EXPHISE RATIOS AMo:;G s~ STOCK ANO MUTUAL 
lriSURERS YIRITING AT LEAST S!O MILLIOil l:l PREMIUMS, 1970 

Sloe~ insurers 
Percent of expense ratio 1 

f;umher Per~~nt r,~mber Percer.t 

25.0 er more·-···········-·-········-
-O.O lo 2~.9. ····-··-·····-··-·······-
.S.O lo 19.9. ···--········---··--··•--

lO.O b 1~.9 ••...•. ······--···-······· 
Less than !0.0 .•••.•• - •• -·-·-····-···-

T ~tot ......•.. ·-· •••...••....• 

l Excludes fos.5 ~djustrnent expenses. 

9 
20 
6 
3 
2 

40 

22 
50 
15 
B 
5 

lQO 

1 
6 
2 
4 
l 

14 

1 
-43 

29 
7 

l()'J 

So!lrce: Derived from "Best's Agzrega:~-s 2nd Avera6es, 1971," pp. 122-124 and 
197-19~. 

Incurred benefits relatiYe to premiums earned 
differed also among the States, with some conse­
quences for profits. In rn,o, according to National 
Council data, among-!'1 jurisdictions withol~t an ex­
clusiYe State fund/ the number of jmisclictions 
wit.h loss (benefit) rat.ios departing from the nn.­
t.iona.l loss (benefit) ratio by more than 5 percent­
age points was as follows: 

tion;>articip2tinz stock iMurNs ....... ____ _ 
Patlicipa:in2 ~fee~ insu•~rs ........................ .. 

"!uh.:2l ir.!1-urrrs ....... ----------·-·-·-·--

l{alional less 
(~er,el,t) ra:ios, 

Stzt~; with ratios 21 
leas! 

exclu1inze::ectcf -----­
re.insurar.ce 

0.628 
.610 
.637 

5 points 5 points 
2~c•,e below 

8 
22 
11 

12 
7 

16 

A EhHly conducted by Georgia. State UniYer-

•

ity for the Commission r.he.ds further light on 
he. l!>Gl-70 profits of ,rnrkmen's ~ompensa­

tion insnrer.s." Tlw.sc innst.ig.1tors analyzed the 
profits earned by 75 stock and mntua.1 rnsurers, 
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each of Y,hom wrote at least 0.:-~3;J percent of the 
1w.tiornd workmc-n's c:ompe:nsation insur;u~ce prc­
miu:11s paid prirnte insurers. Together the in­
surers ,n-ote about 7G percent of the national total 
(table lG.4-). The an.'.rngc ,\·ork111cn.'s cornpc11sa­
t.ion insurance statutory underwriting profit, less 
policyholder diYiclencls, for the sample insurers 
,,·as 0.5 percent. The high profit year was 19G8, 
tlw lo,Y profit year 1963. V{orkmen's compensa­
tion insur:mcc underwriting profits "·ere Letter 
than total underwriting profits in S of the 10 
yea1's. 

Tzb!e !6.~.-STAT~TORY lirlDERi'/RITliW PROFIT LESS lllVIDEr<DS AS A PERCENT­
AGE OF E;,RN::J P?.E•,:IUMS FOR l'IOR~.ME.N'S COMPENSATION lilSt;i!MlCE AND 
FOR ALL tlilES C0!,'.31NED, 1951-70 

Year 

. 
lSS L ••.••.• ·-·· ·- •••••••••••••••• -·· ••• 
1952-. ··········-· ••••.••••••• ·····--··­
l953 •• ·-·· ···-· •••••••••• ···-· •••••••• ·­
lSS~ ••••••••• ·-· •••• -·· •••••••• ··-··· ••• 
155S ••••••••••••• ··-·· ••••••••••••••• ··-

1 css ..... ························-··-··-
10s1 ••• -·-· -· •••••• ·-·· ··-····. ·····-·--
1sss .........•............•.. · .........• 
1959 ................ ············-······-
l970 .•••••• ·-· •• -·· ••••.••••••• · -···. ·-· 
A~H'!:P.. - -· ••••••.••••••••••••••••••• ··-

Workmen's 
compensation 

insurance 

-1.7 
-.1 

-2.1 
.6 
.2 
.9 

1.0 
3.7 
1.8 
1.0 
.5 

All lin!s 
ci:>mtiir.ed 

-0.l 
.8 

-2.5 
-2.1 · 
-3.9 
-.2 

-1.8 
-3.4 
-4.l 
-2.7 
-2.1 

Sour~e: The Cen:tr for Insurance J;ese2•c\ Georgi3 Stale University, "Tha Profit• 
abili!y cf Vlorkm!n's Com~ensalion lnsuran,e," Apr. IS, 1972. 

.Adjusted underwriting ·profit for the decade, 
not shown in table lGA, was 1 percent for work­
men:s compensation insurance, but n.11 lines com­
bined recorded a loss of 1.5 percent. 

.Adjust{\cl Joss ratios (losses incurred divided 
by earned premiums Jess diYiclcnds) for the sam­
pl~ insurers Yaried ,,iclely from State to State. 
The ntriation could not be explained by the typ8 
of agency administrnt-ion, the level of benefits, 
the pre:"ience of competitive State funds, or mar­
ket. p?nctration by compE.>titivc State funds. Out­
side exclusin} funcl States, .Arizona. had the low­
est ratio, .52i5; Delaware the highest: .783. 

Total profit.-Georgia State UniYersity also 
provided estimates of the total after-tax profit­
ability of workmrn's compensation insur1tn<'c com­
pared w·ith all Jines comhinr.cl. Table 1 G.5 ~ho\",S an 
nnragc total nft1:r-tax profit of S prrc('nt of canwcl 
pri·minm for workmcn·s compensation insm:ancc, 
7.7 per~·,mt for all Jines combine"d. "\Yorkmen's 
compc·nsation profits ,,ere hi~~lwr than profits for 
nll li:1cs in 5 of the 10 Yl':trs. 
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Before-tax profits wen• fJ.2 percent. for work­
metl~S co.np('nsation insnrnnc,', S.3 percl·nt for nll 
liues combin~cl. Of tho workmen's compt:>n;;ntion 
bdore-tax pi·ofit about 11 pt:>rccnt wns at1justt-cl 
underwriting profit., G6 p-:-rccnt net inn~stment 
income, !) percent realized cnpital gains, und l::i 
percent mn-L•alizcd capital g.-1.ins. For nll lines 
combined~ the r('sracfo:c percentages wore: -17, 
'Hi, lG, and 27. The lessei· dependence of ·work­
men's compenSiltion pt"Ofits upon capital gains 
produced fayornble e,unings for that fow. 

P1·ofits of other industries nrc commonly ex­
pressed as a percentage of net worth instead of 
sales. After-tax profits on net-,rnrth for the 15 ' 
insurers arc in table 16.5. 

T2bla 16.5.-TOTAl AFTER·TAX PROFIT (LESS DIVIDENDS) FOR \'/O~"M'.:11'S 
C01,IPEi'iS<\TION HISURANCE ANO FOR All LINES C01ABINi:D, IS51·7'l 

Perc~nt ol earned pr3rniu:ns Percent of n!?t wor!:1 
~ear 

\'/orkman"s l,fl'in,s \'forkm~o•s A!l lio~, 
comp~n;alion COffi;JiOS:Jtion 

1951.._ ..... 12.1 17.7 13.3 20.~ 
lS62.---···· 1.6 · .9 1.8 .9 
1953 ••• _ •••• 9. 5 11.S 9.2 12. 7 
lSSL •••... 10.5 10.6 9.8 lJ.8 
1965 ••• _ •••• &.8 7.2 7.7 7.3 
1956 __ •••••• 5.8 8.0 6.0 8.8. 
1957 ____ ... ~ 10. 2 10.5 12.1 13.4 
1958._ ••.••• 11.7 8.8 13.9 11.1 
1S69--······ 2.4 -2.1 2.6 -2.9 
1970 •• --··-· 7.4 4.2 11.3 7.2 
A~er3ge ·---. 8.0 1. 7 9.3 9.0 

Source: S1;11~ a; t,ble 16.¢. 

1Vorkmen~s compensat.ion total profits ·were 
only slightly higher than the total profits for all 
lines. The higher adjusted under-writing profits 
on ,vorkmen's compensation insurance were offset 
by lower investment income and, to an even greater 
c~ient, by higher income taxes. . 

The inYcstigators <:found no statistical evidence 
to indicate that n-fter-tax profit. from all sources 
for workmen's compensnt.ion insurance is signifi­
cantly· higher than prnfit on other lines of 
insu ranee." 

Comparison with other inclustries.-In order 
to determine how the profits of insurers compared 
with the profits of other industries, the after-tax 
profits of the sample insurers were cornparNl with 
the after-tax profits of other industries repor-terl 
each April by the First Xational City Bank of 
New York. 
. 1Yorkrnen's compensation insurance return on 

sales ranhcl tenth highest among GG industries; 

.:.--.-,;.-.:. ·:.~ .... :- ·- .... .;..,, .. : .... ·~-•-.-,-....... -:: __ .. ; 

nll iusnrnncc profits were e1en:nth hifi:nr.:;;t. On net 
worth, however, nmoni G} industd;s, the work­
men's c-ompr:11sation in,mrauce profit was foar­
tecnt-.lt lowc:;t. All insurance }>rofits on net worth 
were elen~nth lowc:;t." 

The rate of return generally is expected tp :rnn­
wit.h the risk. The Gcor!:!:ia State tJ,1iycrsit,- ii~­
n!st.igators found little r~Jationshii> bet we~n ;..-er­
nge 1·ates of return for the ntrious industries ancl 
the risks implied by their stnnchrd c1e...-jations or 
nirfonces. ne.-ettheles5, they applied a regre~ion 
line to the data. The rate of rd.mn imlici:ted by 
this line for insnrers exceeclecl their act;rn.1 retm,;, 

The inrestigators ,nn-e "not prepared to sa.y 
that the present rnte of return on workmen's com­
pensation insurance is inarh:iJ.uate," but they 
';found no evidence to indicate that the insurance 
industty as a ,vhole is earning excessive profits 
on workmen's compensation insurn.uce.1

' 

STATE. FUND EXPE:i';'SES ·. 

State ftinds, on arnrage, have lower expense 
ratio5 than private insurers. During the past 20 
years, State fond expenses, excluding loss adjust­
ment expenses for certain competitive fonds, have 
aYerngecl about 9.1 percent of premiums. wtitten. 
Excl11sire foncl expense rntios were about. 6.4: per­
cent of premiums; competifrve fund ratios nbout 
11.5 percent.1 · 

These expense ratios Yar:r markedly: Over the 
five year periocl, 1962-GG and during lDi0 the 
expense ratios were as follows: s 

Ex•:lusive funds: 
N•·;a<la ••.•••••••••••••• ····-······ ..••• ·····--
tlort~ Da'.<ota ___ ·-··· •••• ··-·-·····-··-·-· ••••• 
o·,;o .....•....... ··-· ···•·• •....•..•.. ·-·····­
Washii,llOO .•• -· .•••••••••••.••••••• ·- •••• ··--­
West Virgir.il •.•••••.••••••••••••••••••.•••••••• 

W10mi.,~. _ •• ····-·····-··· ··············--·-·· 
Compet,:i-;e fuc,ds: 

Arizona •••••••••••••••••••• ·-········-·····-··­
C•'ilorr.ia ••.••••••• _ •••• · •••••••••••••••••••••• 
C~l~·a•:lo .••••••••••••.••••••••••••• -· •• -·· ·- ··­
Idaho •••••• -··-· ••••••••••••• ···- •••••••• ···-· 
1-•ar~!and ••.••••••••••••••••••• ·-· •••••••• ·---. 
f1!icili7an ______ ... ____ ..... ___ ............. __ ...... _____ ............ ... 

MontanJ •.•••••••••••••••••••••••••• ·-·····-··· 
f1•w York ............. ····-···················-
O•bh~m1 •.••••••••••••••• ··-·· ..•.••••••••• ··-
Ore,Jn •••••. ··-···· ·····•-·-· •••••••••••• ···-­
Peon;ylvJniJ ••••••••• ····--····· •• ·--· •••.••••• 
Utah •••• - •••••••••• ·•···············-·····-·-

1952-6,; 19;0 
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The. lower 1970 ratios for some of tlm compl'ti­
tfre S~atc fulli~S can _ht•. cxplninrcl in p_:n-t Ly t:~c 

. cxclns1on of d:um adp1st111ent.cxpcnses m tltc l!)/0 
data. bnt not the 1DG2-C:G clnta. Drcansn of the Jack 
of uni fonnity in 1-..'porting, State fond operations 
arc clillicuH. to analyze but cnn these admittedly 
imperfect r,ttios sutgl~::.:t fo\,· expenses and con­
siderable. Y,triation among the States. 

If all State funds operat-ecl as do most mutuals 
aml compct.it.irn funds by charging :1. higher 
prcmiurn than. necessary ancl returning a. diYidend, 
the n.rnrage State. fond expense ratios "·onlcl be 
e-ve-n less t1u1n !).l percent. reportccl aboYe. 

·State fund a<lminist.ratiYe expenses haYe n.yer­
agccl ,tbout 13 percent of benefits paid O\·erthc past 
t\\·o chicades. Including an c·stimated n.1lowancc for 
loss (cln.im) adjustment expenses wonkl rnise the 
e.xpense ratio to between 11 and 1-1 percent of 
premiums ,uitten and between lG aml .20 percent 
of benefits paid. 

.,\xernge State fund expense ratios are less than 
anr.tge pri,·ate insurer expense ratios first be­

. cnuse exclusive fonds han~ no appreciable selling 
or acqnisi.tion charges. Although com1)etitive 
funds han~ no monopoly, few employ salesmen and 

- those that clo incur selling expenses Jess than pri­
n1te insurers. Second, State funds jncur lower Joss 
aclju:;tmcnt expenses because man:.r provide limited 
or no local claim scrdce and probably pay lower 
saia.rics. Third, most St.ate funds arc excused from 
St.ate nnd foca.l t:1Xes . .All are exempt. from Federal 
taxes. Fourth, general administration costs arc 
less been.use of lower salarie:, and, in mnny State 
funds, less jg 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 
faxes, ho,nwer, only one fund admits an adminis­
tratirn sn1Jsidy by the Stak 

INSURgD EMPLOYER COSTS 

Purchasing iusnr~mc:e does not relie.ve employers 
of administrntirn costs entirely. Insured employers 
must keep records and file accident repoit.s. Also 
they commonly supplement jnsurer safcLy pro­
grams at their own expense-. 

SELF-INSURER COSTS 

• 
Si-H-insnrcrs should ha Ye the lowest. arlministra­

tin. costs of all. They elect to self-insure in cxpec-
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tation that they will incur fewer arlministrath-c 
cxpen:::c•s thnn in the ins11rance pr,-:-mium. Fm-!:.her­
more, they krnl to he forge einployc·rs benefiting 
from c·co11mnies of sea le. The actua I <:xpe11sc ratio 
of sclf-insnt\~1-s is unknown. )fany self-insured cm-

. ploy1Ts <10 not kec>p records of their adrninistrati,-c 

. cxpC'nses fo1 workmen:s compt'nsation. :.\fany clo 
not reco~-.ize all the expenses (e.g., claims adj11st­
ment expense-s) that they jntur. The Socinl Secu­
rity .Administr:1tion estimates the administrative 
costs of ,\·orkmcn ·s compensation at from 5 to 10 
pel'('.<!nt of benefits paid by self-insured employers. 

FEDERAL E!\iPLOYEES' COMPENSATION 
ACT 

rnde1· the Federal Employees' Compensation 
Act, financed through Congressional npproprin.­
·tions, the l.I.S. Gon!rnment can be -riewed us n. 
sclf-insnrer of its obligations under Lie .Act with 
the i;:rn1e possibilitit's for saying expenses as pri­
,·ate insnre>rs. In fiscal 1D71, total benefit payments 
were $1G3,2H:,!);3!). The administratirn cost was 
$5/21!\,>58, only 3.2 percent of bene.fits. In fiscal 
l!)GT, bcnc:fits totalled $89,145:52S. Administrative 
costs were $1:320:6±-1: or 3.7 percent. In comp:n·ing 
this performance with that of dhcr self-insurers, 
it is necessary to allow for economies of scale in the 
Feclcrnl program and the relatively hi 0h FEC..:-\. 
benefits. 

STATE ADMINISTRA'I'IVE 
AGENCY COSTS 

The administrative costs of workmen's compen­
sation also include expenses incurred by industrial 
commi.:::sions and other State agencies supervising 
insurers nnd exercis:ng adjn<l.icntirn and enforce­
ment powers . .According to a Xutionnl Commission 
surYcY of industrial commissions ln lnte 1971. State 
acrenc·~- administrati,·e costs exceeded $!)5 n~illion e • 
or nli~mt-3 percent of 1970 co:upc-nsation payments. 
These expenses do not inchtde the. small amounts 
spent by State insnrnnco departments regulnting 
the workmen ·s compensation business of priYate 
insurers or the costs of administering the program 
for Federal employees discns:-ecl aboYe. They do 
include cxpen2cs incurred in some compet.iti\·c 
fund Statc-s nnd all exclusfre fund States in ncl­
mini.:::kring the Stde fund. 

ThC' l'xt;nt a11rl types of sen·ircs pro,·idccl by 
the Yarioas State agencies affect the cost of ad-
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rninist.ration. Service:: may be pcrfono~d <lin·cfly 
by tho \Yot-ktnen'::; cornpens;ition a~enc.r or by other 
cooper.,t-ing ag-encies1 <lc1wncling upon the indi­
,·iclual Stat0. Unrelated dutirs assigned to so:ne 
State ageneic3 such as the nr.1ministrntion of the 
tempor.n:r di:mbilit.y benefits program in Xcw 
York and the administration of the Tort Claims 
Act in Korth Cnro]inn. al:;o nre reflected in total 
co.;;ts. 

The org-:mizntional structure 0£ the Sta.te n6en­
cies mnkes it difricult to compare their ndmini~t.1,1,­
tive co:;ts. As indi.cn.tecl in chapter H, while most 
States 1wxe regulatory agencies, some are court­
administered ancl oth"::rs administer State insur­
ance funds as well as the workmen's compensation 
Jaw. State agencies using court administnition do 
not have ncljuclica.tive duties. State fond juri.sdic­
tions superrise payment of claims in addition to 
their administ.rati rn regulatory functions. 

Also differences in accounting ancl budget pro­
cedures hamper cost analysis. The degree of such 

· variations among agencies discourages attrmpts n.t 
comparison concerning costs. It is possible, liow­
e,·er, to show what States spend imlfriclually on 
the administn1.~1::.n of workmen's compen&ition 
and to indicate the source of their funds (table 
16.6). For th~ majority of State agencies, the 
accounting period for the budget presented is the 
fiscal year. 

Table lo.6-WORKMEN'S CO~l?ENS.\TIC AGEtlCY ADMINISTRATIVE BUDGETS 

Jurisdiction 

Alab~ma ••••.•.•.•• 
Ahz'.o •••••••..•••.• 
Arizon~ ..•••••••••• 
Ark.!nsu ... - ...... . 
C3fifornia . ... ___ ... _ 
Co!ora~o •.••••••••• 
Connecticut. ••••••• 
DebwJra •.•••••••• 
Dis!ri~t of Cobmbi1. 
Florid1 •••••••••••• 
Georgia •••••••••••• 
Guam •••••••••.••• 
Ha·Haii.. •••.••••••• 
ldl~O •••••••••.••• 
Illinois •••••••••••. 
Indiana •••..••..••• 
Iowa ••••••.••••••• 
Kansa1 •••.•••••••• 
Kentucky ••••••.••• 
Louisilnl •••••••••• 

ANO SOURCES OF FUrlOS 

TotJI wor~J'ile!n's 
comp?ns:ttio"t J,:!mir.is­

trati·I .! b~d.?.et 

Am,3unl 
recei•1.NI 

fiscal · 
year 

endinz 

Gen~ral 
appro~ria• 

tions 

Source ol fund:; 

Asse.i:»• 
ments 

$75, ci;.1 10-31-12 $75, coo ••••.••.•.•••.•••••••••• 
156. SCO 6-10-72 155, SOO ••••••••••..••••••••••.• 

l, 440. 827 6-30-71 271,891 SI. 10S, 778 q.;3, 153 

405,791 6-3G-71 ·-····-····· 625,2,3 ••...••••••• 
9,405,035 6-~0-72 9, ~05, 035 ••.•••••.••.•.••••••...• 

(') (") (') (') (') 

491. 314 6-30-71 •••••••••••• 4,1, 314 •••·•••·•·•• 
69. sco 6-30-71 6~. 500 407, 3~5 •.•. ·•••·••• 
(') ("} (•) (') (•) 

4, 5Sii. 4H 6-3,J-71 243, Sol 3,632,055 720, e53 
771.000 6-3rJ.-7I •••..••••••• 771,0Cll •.•••••••••• 
21, 373 6-H-71 27. 373 •••••••••••••••.•••••••• 

475, 7;;1 6-3J-72 475. 761 •••••••·• ·•·•••·•••••••• 
220, 723 6· JJ-72 . . . • •. • . . . • • 226, 723 .•••••.••.•• 

1, 63:>. 5C-0 6-Z.)-72 I, Hi. 500 ••••••••••••.•••••.••••. 
25-'). 253 6-3'.)-71 250,253 •.••.•••••••••••.••..•.• 
135. 82:J 6-3.)-71 135,820 •.•••..••••••.•.•••.•••• 
3~~. 3!2 6-3•}-71 71. 870 265, ~;; •..••••••••• 
673, 831 6-20-71 . • . .• • • . ••• • 1,054, I?.,) ••••.••••••• 

IIA NA rlA flA .••••••••••• 

See foc,tnot•?3 at t-n<l oi tab!>? . 

...... .:·, ...... __ ; 
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Tabla 16.G-Wl.li;K'.,l::tl'S C'Ji,l?E,'15-HIO)I A(;tltCY AO.".!"l!i,Til,HIVE CUDCEl 
A:ID SOll?.CES Of ,u:ms-c.,at:a•H<.I 

· Juri;dictitJn-

Total ,,or~.n,n•c: 
c.o:np1?ns1~ic~ ;t-!;niili;• 

\r1:i•1j b~HJ,!~t 

l,:n11uat f r:.c3I C~r.~nl A»~'iS• 
m~nt1 rec-?i·,~1 y~1, a;>;Jn;,:n .. 

eadr:"lJ tia:u 
Ot:i~r 

r,1Jin-! ......... ....... -----
ltla:)llr,d ••••••.••• 
l,1J iSJci1usett~--- -- .. 
u;c;,i,6Jn_ - -- .......... -
Minnesob .... ------· 
Missi~iippL .. _ .. __ . __ 

Missouri ................. .. 
Montan~ .... _. ______ ._ 
N~braska ________ ,._ 

~195. 5)7 
J,2CO.CQO 
1.72).225 
l, 7GO, ~~O 

254, c,10 
53J, ,.)5 

1, cs;, c~o 
1,393. t,)3 

233.435 
N~'tJdJ..................... 2,459, SG9 
New H¾mpshire •• _. 31,253 
tlewhrsef.- •••••• l,E5l,C07 
New Mexico........ , 174. 357 
flaw Yor:< •••••••••• 17,343.000 
l'loith Carolina...... 73!. 499 
florth Da~ota..... •• 65, 7C5 
Ohio ••••••••.••••• • 9. 303. 033 
O~lahoma.......... 279, 922 
Oregon............ 3, C04, (59 
Pe.ins1l•1a.1i•.-····· 1,55S, 972 
Peer to P.ico •• ·-···· 9,750.630 
Rhode b!Jnd....... 331,175 
South Carolina ••• -.. 5t2, 9!2 
So~th Ol'.<ota....... 16~, COO 
Tennissee......... 163,700 

Texas.--··•······· 1, 55S, 221 
Uto~·············- 171, 7CO 
Vermont. •••• -•••• _ 129. QCO 
Virginia............ 793, 240 
Virgin lsl,nds. ••••• 153, €i:i8 
Wnhioi:on........ 9. 25~. 221) 
West Virzinia •••••• _ I. 324, 797 
Wisconsin ••••• ··-··" 2, ~23, 432 
Wyornini •••• ····-- 653, OCO 

1 Fe1eral gr,1n!;. 

&-3.)...JZ $19>, 5'17 .•••.•••.••••• ···•··. 
6-1·72 •••••••••••• $1.2C'l,~CO •.•••..••• 
6-3C-72 I, 533, ~il • ~5. IZJ $,a, CCO. 
6-3(}..72 l, 70,), C•)O •••••••••••••••••••••• 

6-30-71 n2,soo ...•........ •s 
12-31-71 •••·•••••••• 535,931 12. 3 
&·30-72 -··········· 1,3:)0.CCO •••••••.•• 
7- 1-72 •.•.•••••••• 1,3,J.103 •••••••••• 
6-3')-72 221,735_ ••••••••.••. IJS.7 

6-'.:Q.72 ····-···············-··· (') 
6-30•70 31,253 ··········-······-····· 
6-30•71 I, E!;l, ca, •.... .••.. : •••..••... . 
6-30•71 17-l,357 ••••••••••.••.•••••.•• 
3·31-72 •••••••••.•• 17,233,0GO 1lla,C 

7- 1-72 758,433 ·-··········- 133,0 
6-30-72 . 600, 705 ••••••••••••••••••••.• 
6.31).JI •••••• •••••• 8, 37Z, n.1 1' 930, ~ 

12-•3!-72 2S&,9Co ···-········ 121,c 
6-30•71 ········-··· 4,2~.277 37,C 
6·30-71 I, 555,972 ·-·-· ·-··········--··· 

12-31•70 ••••••••••••••••••••••·••••••••••• 
6-30-7 I 105, 76•) II 244, 2o9 •••••••••• 
6-30•72 S.:2.922 1, 5~:J,C;;-O •••••••••• 
6•30-72 165, CGO •••••••••••••••••••••• 
6•3u-72 153,700 •••••••••.•••••••••••• 

8-31-72 •••••••••••• 1,555,221 •••••••••• 
6-33•72 171, 7CIJ ••••••••••.••••••••••• 
6-30-72 129. cco ••....•..•..••.••..... 
6-30-71 • ··-········ 656. 830 •• ····-··· 
6-3•)-71 •••••••••••• 168, £53 ••.••••••• 
6.3~71 •••••••••••• •••.•••••••. '9,254,2 
6-3')-70 ·······-···· l, 32~. 797 •••••••••• 
s.3::i.11 •••••••••••• • ••••••••••••••••.•• 
6-30-7 I 2, ~23; 432 •••••••• : ••• ll 55~. C 

2 Cost of administtrin3 s,lf•in1uranc¾ ass~ned alainst sell•insur~rs. 
i Refunds. 
• P.egi:.tration foas at:d rniscellan!O•Ji r?for.ds. 
• Workman's c~mp-?nSJtion pr~miura i.1eom:t, 
1 B~dgat for entire oparaliM or S!1ta la~or and lndu;lrial Commission of whi• 

Workman's Comp,nsa!ion Division i, a part. · 
r Penalti~,. 
• Courtcostt. 
'Entire bu;!;it!\ in,;ludds Bur~au of W0cr~m-!n's Comp~ns3?iort, l11dt1 s!riJI Co1 

mhsion and Sa!et1 ar.d Hygi~n,~ 
1-1 State gl!r.~ral fund. 
11 C•Jrative Ct1ntre fond. 
I? Ir.eludes bud3at for in,fostriJI Slla!y. 
n btuest on zmou~t in resena fund; for bi!nniurn. Ex;;lusi~~ Slah fol'd. 
•11~ dJla. 
ti A= tl~l applicabl~. 

Sour,e: P.~spon5,s from workm,n's comptnution l!i?n<:ia, l~ que,lionnaira. 

In some States where the ngency is not budgetet 
independently, the workmen's compensation di-vi 
sion may find itself b('aring a portion of n. p:rn:m 
clcpartmenfs expenses. In 1Yisconsin, s~tch es 
penses include but are not limited to supplies n.rn 
a prornbi. share of rent. Unlike ·Wisconsin, the Bu 

.-- .- .... .; .. ·.·- :~-.. . -· _ ...... ~-... .. _....,r.•.~: 
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au of "'\\'"orkmen~s Compc11sation in Pennsylrnnia 

l!Ot. charged for sc1Ticcs of the parent 
org.mi:~ation. 

Methods of Financing 

The principal methods of financing an agency·s 
administrntiye expenses are appropr-iations from 
general ren,uul's, income from State funcl opera­
tions (including net income from inwstments), 
assessments 011 insurance premiums, licensillg foes 
for \\Titing workmen~s compensation insurance, 
nncl an earmarked payroll tnx.9 The assessment 
method of financing is the one recornmencled by 
the Ccw11cil of State Gm-ernments. j_\fost adminis­
trators prefer to haYe ,rnrknwn~s compensation 
costs financed through assessments rather than 
legisbtirn nppropriations.10 Such a method of fi­
rnmcing provides funds on a relatin:ly regular 
and predictable k.,is with less need to compete 
po1itica1ly with other agencies for public fonds. 

Regardless of the source of fonds, they are 
usnally appropriated by St.-1.te legislatures before 
tliey are :n-ailable. to the agencies. 2\fany ngencies, 
financing by assi:-ssmcnt, rnnst h1rn fonds m·er to 

~he State treasury to be appropriated to the work­
Wiwn:s comps:,nsation agency, as if tlwy were fi­

nanced by gcncrnl rcvemH!S. Exceptions to this 
ge!iernl proc:edure nr':l in Connecticut; ~Iinnesota, 
:Mississippi: NmY York, Pennsyln111ia, nnd Uhode 
Island. 

As indicated earlier, many admi1~istratiYe costs 
nssociutt:cl with workmen:s compensation are 
borne by private insurers, State funds, and self­
insnrers. In approximately half the jurisdictions, 

· hec:rnse the administratiYc expenses of State in­
dustrial commissions and similar age11cies m·c fi-
11::mced through assessments against these insm·ers 
and se1f-insnrers and haxc, therefore: already been 
inc1ndecl in the costs of insurers ancl self-insurers, 
tliey do 11ot l'epresent an additional cost of work­
men~s compensation. In the other hn.lf of the juris­
dictions, where administrative expenses arc fi­
nnnc,:d through appropriations from t.hc general 
trt:'asury, such expenses represent ::t cost of work­
men ·s compe11s:ttion additional to that charged in 
prcmiums.11 )fore than CO perC'ent. of the $05 mil­
lion in ,tdministratini expenses noted aboYe were 

~narn:cd through as.sessments. Consequently, only 
.hont $:17 miJ1ion n:prescnts an :H1rlition to the 
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costs already reported for insnn:rs and self-
1nsun.:rs . 

.Assessment as a means of financing has been in­
crcasini. Rhode Island has an assessm~·nt that is 
1·esl'rvecl for the cost of operating the rehabili­
tation fac:ility fo1· workm£•n·s compensation hwe­
ficiaries. The Florida assessment 1m·thod is utilized 
cffcctin::ly in supporting the workmen's compen- ·· 
sation, rehabilitation, and safety programs. Table 
lG.7 presents the basis of assessmrnts for each of 
the States using this method to finance adminis­
tratirn costs. 

Table 16.7.-;.GE:.CIES USING ASSESSlt.ENTS TO COVER AO:V.IN!STRATI\'£ COSTS 

Jurisdiction Disposition or money not utilized 

Arizo,a •.••••. -•. 2pcrcentonpremiums._ •. -•• -. Re,·erts to s;>eci;;I fund:; of · 
· industrial co:nrnissi')n 

Ark~nsas_ •• ···-· I½ percent premiumst_ ••••••• Remains in wo,;.men's com• 
· pensation fund for appropria• 

lion. 
Colora~o _________ 0.5 pe::cent on prtmiums ______ _ 
ConnecticuL _____ Prora~td en Corr.pensation 

paymer.ts. 
Dela11are_ ••. __ ·- ( pe,cer.t o, pr~:r.iums •• ··-· .•• Turned over lo i;,neral fur.d. 
Florida __________ t1zxirr.um 4 percent on crnss P.emair.s in U-.e fu.1d. 

earr,ed premiums. 
Georgia·-···--··· f'rorated ••••• •-···-···-·-·--- Escheatetl to ceneral fund. 
ld~ho ___________ Ll percer.t oa premiums ______ ... R~mains in in<!us.:riil a<!min .. 

· ist(aUcn furd. · 
K211sas __ ·-··-·-- 0.013~ on to!a1 compensation Surplus goes into an unappro-

p2,d. pria!ed zccount. 
Kentucky_.-····. 2 portent on pr•miums i • ••.••• Remains in ma;ntenance ft:nd. 
Ma:ylar.d __ ·-- -·. P:cr,!cd •• _. ·-··· ••• ·-·· •••.• HQ surpfos, assessment mace on 

actual a~prop!ia:ions. 
Mississippi.. •••• _ Prorz:e!I on basis cf total Placed in State treasury. 

com:>ensaH'lil paid. 
• Missouri_ _____ ·-- 3 J:lt'r.:ent on premiums _________ P.emains in wori<r;,en•$ cttm~ 

· pensation fund. 
Montana_ •• ---·-• 10 percent c:1 r,remiums(Slate P.e!urr.s lo ag~ncy account. 

fund), 2nd 3.25 percent on 
prem'ums (private carriers), 
0.03 percen: en payroll. 

New Ycrk .. _ .•• __ 0.053 pe<cent on compensatica Carried over to lol[owinz year. 
plyl:len:s. 

Ohio. ____ .. _ ... _. Ass~ssment on premiums base:J Rct?.ined in Sta!e g~neral fund. 
c:1 payro!I. 

Ortgcn. __ •••... _ 3.i2 pe,cent on premiums.·--·. P.etaioed in res.roes. 
South Carclina ____ ~,}; pC?rcenl Oil premiums _______ Surph:; &'Jes i1:to geoerJI 

appro;,ria:ion. 
Texas. __________ }f cf l percent or. tne piemiums .. Rea::,:'ropriat~d by te,is!alure. 
Virginia'. .•..•• _ •• 1.5 p~:.:ent on premiums .••. -._ Rem;.ins in fund. 
Washin£()n. _ ••• _ l?.3 p~:c~nl en total premiums._ Surplus reterls to workmen"s 

compensation funds. 

t M2.1 hi? incrf2S-!t! er r~ducei:! by Co:nmissia:t. 
2 Assessme~: s-..•s?!r:!~d if surplus ex~ee-ds ~sc1.o::o in any year. 

· Sources: Anely,;, cf Wor,me~•, C~mpensetion laws, 1972 ec!i:ion, U.S. Chamber cf 
Comr.1e:c~ ~·t1· (1....:2. Qr.,e!!ionnaire res~onse~ rec~ivec! from workmen•s com~ensa:ton 
2gentiB. 

LONGSHOREMEN>S AND HARBOR 
WORKErr·s COMPENSATION ACT 

The final item to be reviewed is the ospcrise of 
admini!otering the J.,ongshoremen's and J-farbor 
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"\Yorkers' Conqwmatio:t .Ad :mcl related Fedcrt1l 
nds. (Thr c-o:::t of n(l1ninistering the Distri...:t of 
Columbia _\.ct has nln:ady lil'~n included in St.~tc: 
agency nclmini.stratini costs.) Ihta are ani.ibble 
on these administr,1tiw expL·nsc., but without lurcl 
aggrC'gate data Oll bendirs. In l!)G7 all e\·aluation 
of closed cas(•3 indicat(:cl total cash hcndits of 
about $1S,GT8,000. If, as ,ms trne under- State pro-

. gmms, medical benefits ,,ere about one-third of 
total 1Jenefits, cash and medical benefit payments 
would han\ been $~8,300:000 . .:\dmi.nistrafo·e co:ots 
were $1,5-lG,000 or about 5.5 percent of benefit pay­
ments as estinu1.tp,_l nuorn. 
_The relatiYe cost of aclmi.nistering the Long,d10re­

men's Act is higher than the operating cxpcme of 
most State agencies. This llhty b.:i explained in p:nt 
by the comparuti.\·ely high s:i.laries paid to hearing;; 
personnel and trin-el and communication co:;ts for 
operating country-wide \\·ith a i-elativdy snrn.ll 
numher of co,·erecl employees. 

TOTAL ADMINISTRATIVE COSTS 

Summing the expenses and underwriting profits 
of private insurers, State funds1 self-insurers, the 
Federal GO\-ernment program, and State aclminis­
trati.-c agencies produces a total 1971 admi11istra­
tirn cost. of about $1.'.l: billion or 43.1 percent of 
benefit 1rnyments. Inn3tment profits of prirnte in­
surer-s are not in this total. Private insnrer ex­
penses and profit ·were obtained ·by subtracting 
losses incurrNl from premiums earned. State fnncl 
expenses were estimated at 18 percent of their lo3ses 
paicl> Federal Employees' Compe11sation Act costs 
at 3.2 percent, and self-insured program costs at 
7.5 percent. State admi.nist.ratirn agency co.sts not 
co.-etccl by ass<~Ssmcnts on insure.rs and self­
insurers •were nssumecl to be $38 million. 
. In Table 16.S, these administratiYe costs are 

compared with those of fonr other major public 
progmms1 all of which, except the railroad retire­
ment program, ·were ckscribccl in chapter 5. 
· 'I'hc ra i.lroad rdiremE>nt srstem is administered 
industrywide by the railroacl retirement board, an 
inclependcnt Gm·emment ngC'ncy that conrs all 
emp1oyl·es of interstate railroads, assocbtecl com­
panies, nnd labor and 11u111ngC'11H.•nt associations of 
the railroad industry. This program prm·ic1es a 
comprehl'nsirn system of cash benefits similar to 
O.:\SDHI ,d1ich includes monthly benefits for mil­
road workers "·ho rC>ti.rc due to age or disability 

- -,. - • - - ............ .,. __ J ,._._ '" ••• -.... ..,.. -41' ... • ...... _._ .,.,.._, :.•-.. v,- ·-

and for their win~s or dependent hnsb;nch 
mo11thly nncl lu111p-snm !i211efits to widows, chil 
clrc11 and p:trc!nts; nncl re:~idual paynwnts d.:;;iinet 
to insure thd the worker nuc1 his fa mil r r.:!cei. n~ n' 
1e,tst as mnch in •benefits as the cmplo_\~ee lw;; co!1 
tributed in taxes. 

l"'rograin changes in recent _rea1·s hiwe hroai:lenec 
the scope of benefits ancl libemlizecl efo:-ibilit, 
requirements ,~hich h:i.,·e resulted in incre::sed ir; 
cliYiclual benefits, as well as increasing the umot~ 
of creclitnb1e earnings. The program is finn.ncec 
by cqtml contributions from employers and em 
ployees through payroll taxes on creditable ,vages 
.A temporary supplemental annuity program, re 
ccutly en::ided, is financed by a tax on employer 
of 2 cents per man-hours pa.id for. 

The ratio of workme11~s compensation expense 
to benefits is about three times the ratio foi· unem 
ployment insurance n.ncl temporary clisabi1ity in 
snrance, 13 times the (}.:\.SDI-II mtio, and -H time 
the railroacl retirement system rati.o. : 

Tahla lo.It-TOTAL AOMINISTRATl'IE COSTS OF SOCIAL 1:1SUi!ANCE PROGR.~:-.l 
FISCAL 1971 

Social insu13nce pr~iram 

Workmail·s comptnsatio11 '·-·--­
Old az~. survhcrs, dis,lbili!y. 

and htalth i:1su1J,,u _______ _ 
RailrvJJ Btire,m~:tL _________ _ 
St3te u.ie:nploym~r.t insuranc'?_ 
Slate lempa1,ry di:;abili:y1 ___ _ 

1 1~70 calendar )eJr. 

In ln~usanrls cf C:ollan 

Benefit 
payment, 

3,207 

34, (32 
l, 91() 
5.229 

713 

Tct1l 
administr~tive 

costs 

l, <CO 

i I, 133 
13,525 

732 
94 

A':!m•~istnt:•1? 
C•)S! JS .l 
percent of 
bea~r,t, 

pl)'tr.~:ltS 

3. 
l. 

K 
13. 

'Includes $397, o.:;, COO for administratin cx~enditures of the heJlth insu,anc9 
the a2,~d prozram. 

Source: Workmen's cc:npenn~ion esHrnat~i explain~ in footn'lte 7; otiHr estir.ul 
deri·,ed from Sccia! Security Admini::tralian unputlis:1e<1 dJta. 

Unemployment insurers, · as excl(tsive Stat 
funds, incur no selling expenses nnd p:1.y no pre: 
rnium taxes. They· per.form no loss preventio, 
sen·iccs. Temporary disability insurance is writ 
ten by an cxclnsirn State fund in Rhode Islrm, 
nncl by competitive St:1.te fonds in California, Ne, 
Jersey, ancl 1:\ew York. Prirnte insurers pay onl 
one quarter of tho benefits provided under· th 
laws; ancl t11eir expense rittios, for the reasons c:s 
plained early in. this chai)ter, under actual e~ 
penses, ar'} lcs.'> than workmen's compensatio 
insurer expense ratio. 

1 

O..:\SDHI has no selling.expenses, no premiur 
taxes, and 1io safety 1n·ogram expenses. It. a1s 

.... · , ... "':;.•'---.-~ .. ----



A1joys Jn:ge economies of scale and its drath and 
~~tircmcnt c1:1ims are much easier to adjnst than 

workrne11·s.compensation claims. Furtlmrmore, it is 
provided small subsidies such as rent-free space in 
GoYernm£>nt buildings. 

Railroad retirement aclministmtiYe expenses n.rc 
low because this progmrn provi<les only retirement, 
death, nnd long-t~rm disability Lenefits; though it 
is not as large us O.-\.SDHI, it enjoys economies of 
scale and most of the other cost sa ,·ings clrnrac~ 
teristic of that program. 
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.• GENTLEMEN: 

• 

MY N_AME Is CLAUDE MATTHIS, I AM THE AssISTANT MANAGER oF THE 

OREGON STATE ACCIDENT INSURANCE FUND, I AM HERE TODAY IN RESPONSE TO 

YOUR INVITATION TO DISCUSS OREGON'S THREE-WAY SYSTEM FOR WORKMEN'S 

:oMPENSATION INSURANCE ••• HOW THAT SYSTEM CAME INTO BEING IN MY 

. 
STATE , , , WHAT CHANGES HAVE TAKEN PLACE SINCE THE THREE-\'lAY LAW \'/ENT 

INTO EFFECT IN 1966 II. AND FINAL~Y Ill TO TAKE THE LIBE~TY OF GIVING 

YOU MY FEELINGS CONCERNING THE QUESTION NOW BEFORE THIS COMMITTEE, 

Bur BEFORE I BEGIN, LET ME COMPLIMENT.YOU ON THE FORESIGHT YOU 

_HAVE SHOWN IN SEEKING OUT SUCH INFORMATION FROM THOSE WHO HAVE ALREADY 

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

OREGON HAD TAKEN THIS APPROACH BACK IN 1965, PERHAPS TODAY WE WOULDN'T 

BE ONE OF THE MOST EXPENSIVE WORKMEN'S COMPENSATION INSURANCE STATES 

IN THE UNION, PE~HAPS WE ALSO WOULDN'T HAVE A SITUATION WHERE SOME 

OF THE VERY GROUPS THAT WORKED SO HARD TO-ESTABLISH A THREE-WAY SYSTEM 

wAo 
ARE NOW THOSE~ 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, 
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BECAUSE, GENTLEMEN, REGARDLESS OF WHATEVER ELSE A THREE-WAY 

SYSTEM IS • 11 ONE THING IT IS FOR CERTAIN • 11 IT lS_ EXPENSIVE, 

. . .. .. 

lT REQUIRES A L\RGER CAST OF CHARACTERS THAN DOES AN EXCLUSIVE 

. . 

FUND, THOSE ADDITIONAL PARTICIPANTS BRING WITH THEM ADDITIONAL 
I 

:COSTS. LiND~R 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 )F PROFIT WHICH ARE APPROVED AT THE 

TIME THE RATES ARE ESTABLISHED, 

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

SYSTEM COSTS 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 DELIVERY SYSTEM COSTS ARE INCLUDED BOTH THE COMPENSATION 

• 



• 

• 

3 

BENEFITS PAID TO INJURED WORKERS, AND ALL RELATED MEDICAL AND 

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

POSITION, 

IN OREGON, WE FIND THAT 58.8% OF THE BASE RATE IS INTENDED 

TO PAY FOR THE DELiVERY SYSTEM •••. \ND THAl THE REMAINING 41.2% 

IS INTENDED TO COVER THE EXPENSES OF THE INSURANCE SYSTEM, PRIOR 

TO 1966, UNDER THE FORMER STATE INDUSTRIAL AccIDENT COMMISSION, 

ROUGHLY 90¢ OUT OF EVERY DOLLAR COLLECTED WENT. INTO THE DELIVERY 

SYSTEM.AND 10¢ INTO THE INSURANCE SYstEM, 

Now CERTAINLY I DON'T MEAN TO IMPLY THAT JUST THE CHANGE TO A 

THREE-WAY SYSTEM WAS RES PONS IBLE FOR MAKI NG OREGON THE MOST EX.PEN-· 

SIVE WORKMEN'S COMPENSATION STATE, THERE ARE NUMEROUS OTHER FACTORS. 

INVOLVED IN THE DELIVERY SYSTEM WHICH HAVE ALSO ADDED GREATLY TO THE 

COST, THESE INCLUDE A VERY COMPLICATED AND EXPENSIVE APPEALS SYSTEM, 

VARIOUS COURT DECISIONS, AND CERTAIN LIBERAL DEFINITIONS WHICH DO NOT 

EXIST IN MOST OTHER STATES, AND WHICH CONTRIBUTE TO SUCH HIGH COST 

AREAS AS PERMANENT TOTAL AND PERMANENT PARTIAL DISABILITY AWARDS, 

Bur THE FA~T REMAINS THAT ANY DISCUSSION OF THE MERITS OF A 

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

EXPENSES, 

. . 

Now 1,1 WHAT DID OREGONIANS GET FOR THAT EXTRA cosT? THE 

EMPLOYER GOT THE OPPORTUNITY TO CHOOSE BETWEEN THE STATE FUND OR A 

PRIVATE CARPIER, SucH A CHOICE COULD BE BASED ON STRICTLY PERSONAL 

FEELINGS, OR IT COULD BE THE RESULT OF COST AND SERVICE COMPARISONS, 

A FEW OF THE LARGER FIRMS WERE FINANCIALLY ABLE TO ESTABLISH SELF-

. .. . . . . 

INSURANCE PROGRAMS, INITIALLY, THE WORKER GOT HIGHER BENEFITS, SINCE 

A 25% INCREASE WAS PART OF THE THREE-WAY BILL PACKAGE. AN ADDITIONAL 

200,000 WORKERS, MANY OF THOSE IN AGRICULTURAL, WERE BROUGHT UNDER THE 

__ LAW FOR THE FIRST TIME, AND BOTH THE EMPLOYER ,AND THE WORKER GOT THE 

PROMISE THAT OUT OF THE COMPETITION OF A THREE-WAY SYSTEM WOULD COME 

GREATER SAFETY AWARENESS, BETTER CLAIMS HANDLING AND AN OVERALL IMPROVE-

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 I COULD GIVE YOU A BRIEF OUTLINE OF THE THINKING OF THE TIME, 



. ., -

. . . 

• PRIOR TO 1966, THE OREGON STATE INDUSTRIAL ACCIDENT COMMISSION 

-

• 

OPERATED AN EXCLUSIVE FUND \'/ITHIN THE STATE, PRIVATE CARRIERS COULD 

NQ.I WRITE WORKMEN'S COMPENSATION INSURANCE, BUT COULD PROVIDE EMPLOY~ 

.. 

ERS LIABILITY (OVERAGE, THERE WERE NO PROVISIONS FOR SELF-INSURANCE, 

IN EACH OF THE THREE LEGISLATIVE SESSIONS PRIOR TO 1965, EFFORTS HAD 

BEEN MADE TO OVERHAUL THE SYSTEM, DURING THAT PERIOD THERE WAS LITTLE 

CHANGE IN BENEFIT SCHEDULES, SI!'.(:E, IN THE LEGISLATIVE GIVE AND TAKE, 

THE VOTES WERE NOT THERE UNLESS THE SYSTFM WAS CHANGED ALONG WITH THE 

BENEFITS, 

IN AN EFFORT TO RESOLVE THE ISSUE, AND WIT'.'. THE BELIEF THAT THE. 

WORKER WOULD FAIR BETTER UNDER AN EXPANDED, EXCLUSIVE STATE FUND, THE 

OREGON AFL-(10 SPONSORED AN INITIATIVE WHICH ASKED THE PEOPLE OF 

OREGON TO EXPAND WORKMEN'S COMPENSATION COVERAGE TO MOST OF THE WORK 

FORCE, TO INCREASE BENEFITS BY 18½% AND TO GIVE THE STATE SOLE JURIS-

DICTION OVER SUCH COVERAGE, 

IN THE WEEKS PRIOR TO THE 1964 GENERAL ELECTION, BOTH SIDES CON-
, •.• :o· . 

- -\" 

DUCTED ACTIVE AND EXPENSIVE CAMPAIGNS, THOSE OPPOSED TO MEASURE~ 

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

..S Vb-~ f;1;.~lf /;:; i 
I NG CONCERNS, WHICH FEARED EXPANDED COVERAGE AND A ·ME+E-0-fH-C RI SE 

....... -
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, 

~ . 
IN THE END~tMEASURE T-~ WAS DEFEATED I LESS THAN s IX MONTHS 

LATER THE LEGISL~TURE HAD PASSED A THREE-WAY LAW, 

THAT LEGISLATION ACTUALLY INCREASED BENEFITS BY NEARLY 25% OVER 
. )>w , . . : 

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 l MENTIONED EARLIER, HAVE NOW COMBINED TO 

GIVE OREGON ONE OF THE COUNTRY'S MOST EXPENSIVE WORKMEN'S (OMPJ;:N­

SATION SYSTEMS, 

, 
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l ~ IT IS INTERESTING TO NOTE THAT OF ALL THOSE GROUPS 

WHICH ~OTH 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 vJERE ABLE TO QUALIFY TO AD­

MINISTER THEIR OWN SELF-INSURANCE PROGRAMS, CURRENTLY ABOUT 60-

FIRMS ARE CONDUCTING SUCH PROGRAMS IN OREGON, THE OTHER GROUP, OF 

. 
COURSE, WAS THE PRIVATE INSURANCE INDUSTRY ~/HICH, WHILE NOT GAINING 

. 
THE DOMINANCE IN THE MARKET IT EXPECTED, HAS BEEN ABLE TO PICK UP 

ABOUT 33% OF THE. BUSINESS, 

Bur OF ALL THE OTHERS .,, THOSE WHO FEARED SOARING COSTS ••• 

INCREASED COVERAGE ,, , A SYSTEM DOMINATED BY ONE FACTION OR ANOTHER 

~ •• 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 ,~w . 
UNDER THREE-i1AY, TO APPROXIMI.TELY $170 MILLION IN 1973, WHILE 

MUCH OF THAT INCREASE IS THE RESULT OF GREATER COVERAGE AND HIGHER 

BENEFITS, BOTH SIDES NOW REALIZE THAT ANY INSURANCE SYSTEM THAT 

"LEAVES LESS THAN ~9% OF THE BASE F~EMIUM RATE TO COVER BENEFITS AND 

THE OTHER COSTS OF THE DELIVERY SYSTEM Is,· INDEED, A MOST EXPENSiVE 

SYSTEM, 

LABOR SEES THAT 41.2% 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 ,CONTRIBUTGR TO THE HIGHER, 

RATES, WHICH ARE UP 58,4% 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 28,2% OF EACH 

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

-
• RETURNED AN AVERAGE DIVIDEND OF 16.1%, THUS, EVEN THOUGH UNDER A 

THREE-WAY SYSTEM, WHERE RATES ARE LOADED AT 41,2% TO COVER THE COSTS 
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OF THE "INSURANCE SYSTEM," THE STATE FUND HAS BEEN ABLE TO MAIN- . 

. . 

TAINA NET ADMINISTRATIVE EXPENSE OF 12,1% OF PREMIUM, 

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

SYSTEM ARE NOW BEGINNING TO HAVE SOME SECOND THOUGHTS, DURING THE 

. . . . 

1973 LEGISLATIVE SESSION, THE OR~GON AFL-CIO SPONSORED LEGISLATION 

TO RETURN TO AN EXCLUSIVE STATE FUND, THAT BI~[ DIE6 IN COMMITTEE,. 

DUE MOST'.Y TO THE OBJECTIONS OF THOSE LARGER EMPLOYERS \'/HO, AS 

MENTIONED, ARE OPERATING SUCCESSFUL SELF-INSURANCE PROGRAMS, 

- SINCE THEN, H0\1EVER, A LEGISLATIVE INTERIM COMMITTEE HAS ANNOUNCED 

IT INTENDS TO STUDY THE POSSIBILITY OF A JWO-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 NOW 

SAYING THAT COSTS HAVE INCREASED SO DRASTICALLY THAT IT IS 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 STANDARDS FOR WORKMEN'S COMP-
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ENSATION INSURANCE. IF SUCCESSFUL, THEY POINT ot1v.!6~HE 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, 

Bur THERE IS CC:RTAINLY ANOTHER SIDE TO THIS QUESTION OF THREE­

WAY VS, EXCLUSIVE FUND, THAT IS IN THE AREA OF SERVICE, SERVICE TO 

BOTH THE WORKER AND THE EMPLOYER, LJp UNTIL NOW I LIMITED MY REMARKS 

TO THE DOLLAR AND CENTS ASPECTS OF AN EXPENSIVE; THREE-WAY SYSTEM, 

Bur ~IE ARE TALK I NG HERE ABOUT MUCH MORE THAN JUST A BALANCE SHEET I 

.. . 

IN OREGON, WE ARE TALKING ABOUT SOME 1 MILLION WORKERS AND THEIR 

-cMPLOYERS 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, HO\·/EVER, THAT ~/HEN THE CHANGE WAS 

MADE ALL THE '1 EXPERTS 11 WERE PREDICTING THAT THE FUND WOULD SOON 

BE NEARLY WIPED OUT, THAT IT WOULD NOT ~E ABLE TO COMPETE WITH THE 

. . 

PRIVATE SECTOR, THAT WITHIN A FEW YEARS, IT WOULD ONLY HAVE 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 

CARRIERS THAT EVEN THE AFL-CIQ WOULD HAVE TO ADMIT THAT THREE-\~AY IS 

THE BEST WAY, 

WELL, IN REALITY IT DIDN'T QUITE HAPPEiTHAT WAY, - RATHER THAN 

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

WAY. 

TODAY, SAIF HAS NEARLY TWO-THIRDS OF THE MARKET, OVER THE PAST 

SEVEN YEARS, ITS DIVIDEND PAYMENTS HAVE BEEN DOUBLE THOSE OF THE 

PRIVATE CARRIERS, DURING 1972, IT HANDLED NEARLY 64% OF THE STATE'S 

TIME-LOSS CLAIMS MORE QUICKLY THAN THE PRIVATE CARRIERS \'/ERE ABLE TO 

MAKE PAYMENT ON THEIR 36%, 
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SAJF HAS-ESTABLISHED GROUP INSURANCE PLANS FOR SOME 30 MAJOR 

TRADE ASSOCIATIONS, SUCH PLANS NOW MAKE UP MORE THAN ONE-THIRD 

OF TOTAL PREMIUMS AND ARE AN IMPORTAW1 PART OF OUR STATE-1111 DE SAFETY 

PROGRAM, WHICH IS PROVIDING OUR POLICYHOLDERS WITH INCREASED DIVIDENDS 

.. 

AND.THEIR EMPLOYES WITH A SAFER PLACE TO WORK, 

THERE ARE OTHER POINTS OF ACCOMPLISHMENT l COULD MENTION,,, SUCH 

AS OUR NEW COMPUTERIZED CLAIMS SYSTEM , , , OUR NET\'/ORK OF 16 DISTRICT 

OFFICES STAFFED WITH SAFETY, CLAIMS AND SERVICE PROFESSIONALS ,,, AND 

A MARKETING DIVISION ~1HICH MEETS THE COMPETITION HEAD ON , , , AND 

. USUALLY COMES AWAY \HTH THE BUSINESS. Bur I'M CERTAINLY NOT HERE TO 

SELL YOU A POLICY, NOR, DO I WISH TO GIVE THE IMPRESSION THAT THE 

OREGON STATE ACCIDENT INSURANCE FUND HAS NOTHING BETTER TO DO THAN 

TRAVEL AROUND THE COUNTRY BLOWING JTS 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 COMPETITION AND IMPROVED 

SERVICE OUR STATE WAS SADDLED \1ITH 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 J MENTIONED A 

MOMENT AGO ARE WHAT WE HAVE A RIGHT TO EXPECT OF ANY STATE FUND, 

WHETHER IN COMPETITION OR NOT, 

I I I 

I GUESS WHAT IT REALLY COMES DOWN TO IN MY MIND IS THIS: 

ls IT REALLY NECESSARY TO INTRODUCE SUCH ADDITIONAL EXPENSE 

FACTORS AS PROFIT AND ACQUISITIOI~ COSTS JUST TO INSURE THAT THE 
J\ 

d \\© " . 
STATE FUND DOES THE JOB IT'S SUPPOSE

1
TO~ DOESN'T THE MACHINERY 

- EXIST ALREADY TO ESTABLISH PERFORMANCE STANDARDS TO BE MONITORED 

• 

BY THE LEuISLATURE, 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 

--1.,,..:Y 
REALITY, IS A TUG-A-WAR BETWEEN PRIVATE CARRIERS AND THE STATE FUND 

A. 

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

,,,Js IT SO WRONG FOR A NO-FAULT INSURANCE SYSTEM WHICH TOUCHES 

THE LIVES OF NEARLY EVERY CITIZEN TO ALSO BE A NO-PROFIT SYSTEM?-

) 
I 
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• [SPECIALLY \·/HEN IT IS THE KIND OF PROFIT \'/HICH 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 INTERVENTION 

LOOMING JUST OVER THE HO~iZON, ISN'T NOW THE TIME TO BE STRENGTHENING 

· OUR STATE FUNDS ,,, PREPARING TO DEFEND OUR RIGHT TO ADMINISTER OUR 

. . 

OWN WORKMEN'S COMPENSATION INSURANCE PROGRAMS , ·,, RATHER THAN WEAK-

EN I NG THEM AT THE VERY MOMENT WE NEED THEM THE MOST? 

WELL, I THINK ITS BECOME QUITE APPARENT BY NOW WHAT MY PERSONAL 

FEELINGS ARE ABOUT THE DISADVANTAGES OF A THREE-WAY SYSTEM, I ONLY 

WISH J COULD HAVE BROUGHT WITH ME TODAY SOME REPRESENT~TIVES OF OREGON 

LABOR 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 Ill I BELIEVE THEY WOULD TELL 

• YOU, AS I HAVE, THAT OREGON'S THREE-WAY SYSTEM IS ONLY .QNE OF THE 
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• FACTORS WHICH HAVE CONTRIBUTED TO OUR SOARING COSTS, Bur IT HAS 

CERTAINLY BEEN A FACTOR, 

. . . 

A FACTOR WliICH 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 I COULD TOUCH ON THOSE NOW· IF YOU WI SH I I I OR ANS\·IER 
_,-/ 

QUESTIONS CONCERNING THE MATERIAL l JUST PRESENTED, 

·' 

• 
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May 13, 1974 

MEMORANDUM FOR THE PRESIDENT 

Subject: Interdepartmental Study on Workers' Compensation 

Since February 1973, an interdepartmental group has been 
working in the area of workers' comp~nsation.· They have 
analyzed the recommendation of the National Commission on 
State Workmen's Compensation Laws and pose many substantive 
quest: :ms on the future of workers' compensation which 
must ba addressed to assure that the development of long­
range policy in thL· area is· based on the essential·_ questions 
of program interrelationships, proper compensation for 
workers, adequate rehabilitation and reemployment services, 
and proper incentives for employers and eraployees 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 
descriptive of methods that could achieve substantial 
improvements in the operation of the existing State workers' 
compensation program. We recomnend that a task force be 
established to provide States with the appropriate technical 
assistance to achieve these objectives and also to undertaxe 
more intensive analysis and rP.search into the issues raised 
in the study group report. 

~~ec_tf_µ 

-~~, }~V'--

{./.,, Peter . Brennan 

tary \f Labor_ 

~~~~ 
Frederick B. Dent 

vt/)o.JtJ br· ·· -
Caszyar W. Weinbergar 
Secretary of Health, · 

Ed tion, an~ Welfare . 

~.e~~ 
George K. Bernstein 

· Secretary of Commerce Federal Insura.l'lce 
Administrator 
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Background: 

Ecich year thousands of workers are killed on 
the job; 100,000 are permanently injured; and 
2,000,000 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 3te 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, ,.vhich provides 
for workplace standards, plus medical car"e 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 creation 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 \.vith 
many, but not all, of the programs' problems. 
The Commission's report, issued in 1972, 
contained 84 recommendations for improve­
ment of workers' compensation . ..Y 

Nineteen of these recommendations were 
considered so "essential" in the Commission's 

YRepo,t of the National Commi>Sion on Scat~ Workrr.M's Compens.a• 
Irion Laws, U.S. GovemmMr Priming Office, 1872. 

1 
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I,, ,j 

estimation as to require Federal action by July 
1975 if th States did not sufficiently improve 
their 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; adeqJate weekly cash benefits for 
temporary disability, r,-.Jrmanent total disability, 
and death; and _elimination of arbitrary limits 
on duration or sum of benefits. Other rec­
ommendations 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 recommendations of the National 
Commission have already had a considerable 
impact on many States. Since 1972, there has 
been a flurry of State legislative activity. In 
1973 alone, 400 bills were enacted to strength­
en various aspects of workers' compensation, 
mostly by increasing benefits and coverage. 
(Tables 1 and 2 show how State la ... vs compare 
to the National Commission's essential rec­
ommendations.) 

On the other hand, in part bec.ause of the 
shortness of time, the Commission's report . 
included little exploration of the potential 
advantages of broader changes that may 
make it easier to.attain the basic objectives 
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 efficierit 
administration of workers' compensation 
systems. 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. 

I 
I 
I 
I 

I 
I 
I 
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A Plan 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 systr71 to achieva the goals 
of worK-ers' compensation. TherBfore, we 
recommend challenging the States to und<· 

. take an immediate 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 follo•.Ning 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, domestics 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' compensation 
are sometimes denied or delayed because of 
disputes over the jurisdiction in which the 
case should oe brought. This is a significant 
prob!em since many businesses operate in 
several States and many American workers are 
mobile across State jurisdictions . 

An employee (or his survivor) should be 
able to make his claim in the State in 1,;vhich 

2 

his injury (or death) occurred, his employ• 
ment was principally located, or he wa5 hired. 
This minimum objective ensures that employees 
will not be barred from pursuing their claims 
in c1ny State which provides a proj-)er 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 worker may have been exposed to 
the same or a variety of hazards in several jobs. 

. Consequently, the sick employ·ees must estab­
_lish that his disease is due to a specific hazard 
(often for a certain period of time}, ,;nd that 
there was a direct connection between this 
hazard and his job (at a specific 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 tendency to attenuate the relationship 
betvveen disease and job. 

It is hard to determine the cause of many 
illnesses . ...Y''Occupatior.:J disease can ba 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 \.vhich occur 
frequently in the general population but which 
can be a£1gravated by work conditions. 

An additional problem with respect to 
occupational disease is assessing responsibility 
against the appropriate employer. 1 n the case 

· of diseases that have long incubation periods, 
a disabled employee may have worked for 
several employers, perhaps located in several 
States. A truly equitable allocation of respon­
sibility among employers will be difficult if 
not impossible. In carrying out its respon­
sibilities with respect to "~lack lung" under 

"Y S<:i? National Commi:;sion R;1por.. Chaptt!r 2; also Corr;;~ndium 
on l:lorkmo>n's Corr.p~n;Jti?n. Chap:e,- 12. 

J 
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the Fecl2ral Coal Mine Health and S:ifety Act 
the Department of Labor designated the last 
ernf)loyer {under certain conditions) as the 
responsible employer, considering this to be 
the most reasonable anL'. workable option. 
However, there are (•~her possible alternatives 
for financing such claims, such as a production 
tax. 

Full coverage of all diseases which "arise out 
of or in the cour~"! of employment" that can be 
established by case or by class should be pro­
vided. To determine work-relatedne:~ in 
individual cases, the States may need to make 
greater use of medical disability evaluation 
units,. as the Commission recommended. 
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 diseases among 
the general population. We recommend that 
the Federal Government assist the States to 
resolve these problems through study and 
teclmical assistance. 

Medical Care and Rehabilitation. Medical 
care and physical and vocational rehabilita­
tion are vital components 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 employer, 
they can reduce the costs of ,..vorkers' 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' comp'ensation 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 
between State compensation systems and the 

3 

Federal /State Vocational Rehabilitation 
{FSVR) programs. 

There should be no arbitrary limits, 'Nhether 
in dollars or duration, on the amount of 
medical care and rehabilitation provided. 
Rather, each case should be considered on its 
merits. The nature and extent of vocational 
rehabilitation should take into account the 

· additional earnings that may be realized when 
the injured worker becomes employable. In 
the case of permanent disability, medical 
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 income main­
tenance benefits to replace some portion of 
the earnings lost through temporary total 
dis.ability, permanent total disability or death 
due to work-related injury or illness. Concep­
tually, what is sought is a benefit level that: 
(a} maintains an adequate standard of living 
related in some way to the one that would 
have been experie .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 seek reemployment 1,vhen possible. i\~ain­
taining a standard of living that is related in 
some way to the one 1,,'1hich would otherwise 
have been experienced is pcJrtially achieved by 
basing benefits on wages. The National Com­
mission recommended th::it benefits be based 
on two-thirds of income loss. 5 

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

~, Tab!e 2 ,ntact,!:d shows how the States curremfy stand 
comp.Jred re:, th!: Cornmi;;ion recomm;;nd::,ti:ms on !J!:r.f!fi, l~'l;,fs. 
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p~:isation 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 needed 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 basec:J on wages 
earned 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 bnsed on their wages at the time of accident 
as though they ·.vere full-time labor force members. 

Estimating future earnings is very complex. · 
Study is required to determine whether gen­
erally acceptable techniques can be developed. 
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 ,.vailability 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
centage 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 appronch 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 
similc1r approach might be warranted for workers' 
compensation. _y 

• 
y Price, D:miel, l'/arkm,,n's Carr>,1.'!f'S:Jtion ar:d O:h~r Pro;om5, 

t:.1cional Commission Srudy, f✓o. 10, d~iJ/t 1•11th chis pro!:Jl<!m to a 
i,ery limited extent. 
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An aspect of maximum benefi·L 1£:~vels that 
has received little attention in the past is the 
income transfer effect. Since premium pay­
ments are based on \:Vages up to a specified 
level per worker and since maximum benefit~ 
are generally (though not always} based on 
average weekly wa~ies within a State, an 
income transfer probably takes place. Since 
workers' compensation is essentially a type of 
insurance prog1 :.im and not an income tra .sfer 
mechanism, more analysis in this area is 
required to prevent inequities. 

Finally, an approach that deserves further 
analysis is eliminating maximum payments 
and/or applying the individual income tax to 
workers' compensation benefits. 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 
above average incomes; and it would per-
mit closer correspondence between 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
income individuals. 

Currently, the median State program pays 
less than 45 percent of wages 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 
disability and death benefits no less than two­
thirds of the claimant's average weekly wage .. · 
Although we do not disagree with the interim 
goals 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 i10n-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 concerned by the erosion of the v3lue 
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of workers' cornpens3tion benefits due to the 
long tt!rm im;x.1ct of inflation. Benefits \ivhich 
may have been .:idequate at the time they 
were granted, have, over the years, become 
seriously imidequate. 

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 
adjustmen_t should be autom:,tic and com­
pensate for changes in the purchasing power 
of benefits. On a prospective basis, this should 
be implemented immediately. The complexity 
of retrnactive aclju5tm,mts 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 successive Statistical Committees of the 
International Association of Industrial 
Accident Boards and Commissions that they 
develop and adhere 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 1Norker, as 
weil as the means of improving the safety of 
the workplace and rehabilitation, the adequacy 
and equity of benefits and case decisionmaking 
processes, and the efficiency of the entire system. 

The National Commission was handic::ipped 
by the lack of reliable, comp.atible, and ad- -
equ3te data. These same deficiencies will 
continue to handicap those who try to 
evaluate programs in the future unless 
unifo;-m definitions are developed. Com­
pJrab!e definitions, together with uniform 
measures of efficiency, will aid in determining 
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 reemployment 
services. 

Each State should immediately strengthen 
the data system for worker's compensation, 
laying the basis for prompt adaptation to the 
rnod::!l dvta system nov,1 under d8veloprnent. 

5 

The Federal Role: Technicul Assistance. 

In su-)Oort of State efforts to immediately 
imp-·ov~·workers' compensation, the Federal 
Government should provide technical assist­
ance services. An inter-departmental task 
force should be formed with participation 
by the Departments of Labor, Commerce, 
i iE'vV and the Federal Insurance Administra­
tion of HUD to provide technical assistance, 
information packagb and other aid to the 
States. Based on literature search, selective 
analysis of the experiences of States which 
have met the standards and other analyses, 
the information packages might include such 
topics as approaches for coverage of hard-to­
administer groups, guidelines and procedures 
for establishing appropriate amounts of med­
ical care and rehabilitation, suggested 13nguage 
for determining in which State employment 
is "principally located" or for impiementing 
prospective adjustment for price changes. 

The difficult ·area of administering the 
goal of full coverage of occupational disease 
requires special attention. The l\!~.tional 
lns.titute 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 research should be conducted in the 
area of benefits. Should the concept of a 
maximum ben2fit be retained in view of the 
income transfer effects of such maxima, or 
shou!d benefits be subject to the income tc1x? 
If maxima are retained, what criteria should 
be used to set them? What level of benefits 
maintains an adequate standard of living, 
takes account of reduced work expenses and 
possibly increased disability-related expenses, 
and contains an incentive for the injured 
worker to engage in rehabilitation and seek 
reemployment? Should benefits be based on 
spendable instead of gross income, as the· 
National Commission :5uggestecl, clrnstically 
changing the insurance concept? Should 
benefit paym2nts be based on some estimate 
of f:Jture earnings, especially for young people 

I 
I 
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• whose prospective earnings may be quite pensation. At the end of 1975. an evaluation 
different from their current wage?? Answers to ,·· of the progress of the States should be re-
such qw~stions are necessary to form the ported to the President and to the Congress, 
basis for further recommendations on benefit with recommendations for Federal action, 
levels. if appropriate. 

Finally, the Federal Government should pro-
ceed rapidly with the development of a model A Program of Research 
data system. This system will provide means 
of tracking individual cases from the point of Concurren:ly with the plan of action to 
injury through the network of transactions promote improvements in the State workers' 
and services to reemployment or other out- compensation systems, we propose a major 
comes. It will permit auditing transactions program of research to. analyze the funda-
and costs; and comparing cost-effectiveness mental issues and to develop options for 
analyses of the alternative means of admin- further improvements. 
istering workers' compensation programs. In 
addition, thP possibilities of linkages to the Safety and Health. Workers' compensation 

data systems mandated by the Emergency insurance premrum assessments on employers, 

Medical Services Systems Act of 1973 and based on the accident and illness record of 

the Occupational Safety and Health Act of each firm, were intended in part to provide 

1970 should be explored. These linkages offer employers with an incentive to make \Nork· 

an exciting potential for c1chieving maximum places less hazardous. In addition to the 

medical recovery and rehabilitation and for assessment incentive, workers' compensation 

significant improvements in workplace safety. programs, by internalizing accident costs to • 

It is proposed that this data system will: 
the firms, were supposed to induce direct 
safety and health services, including· technical 

(a) provid<-> more data on the characteris- assista:ice and training. 
tics of injuries, injured worl'ers, and But the effectiveness of workers' compensa-
workplaces where injuries occur; tion costs in promoting occupational safety 

(b) Provide data on the processing of and health is unclear. None of the three 
claims, including data on benefit studies~ for the National Commission which 
levels, medical care and rehabilitation; dealt with the effects of workers' compensation 

(c) permit linkages betvveen workers' on the frequency and severity of accidents 

compensation data and OSHA data found any empirical evidence to support the 

l on workplace safety and health; hypothesis that workers' compensation helps 

(d) establish a sample of workers' com· 
reduce accidents. 

pensation claimants' characteristics; Theoretically, firms should have greater 

(e) provide a basis for comparisons of 
motivation to prevent accidents and illness if 
they are experience-rated or self-insured. How-

alternative State systems of workers' ever, only the largest firms, which tend to 
compensation, including the incen- have low accident rates, can afford salf-insur-
tives built into the system that affect 
employees, employers, insurance 

ance, and only one-quarter of all firms subject 

carriers and State workers' compensa• 
to workers' compensation are experience-

tion agencies. 
rated. If experience rating provides useful 

(f) include appropriate fair information 1/1 lnduHrial Accid'.!nt,, Study No. 25, Chelius, Jar::es; and 

practices safeguards. 
P.-icing SJf'.!t'/ R:JJulHi'Jn, Srudy No. 26, Russefl, Lin:ise. 

.,nc,':!,mce of Insurance Premiums. fla,ion:i/ Commission Study 

• Recent legislative actions ta!<.en by many No. 17, Vrom:111, rtJ;me. Vrorr.1n finds th:it most of the assessment 

Stcites indicate their wil:ingness to continue 
co;ts iHe a.,,oided by employers. He recognizes that 1,.·; conclusion; 
er,• nor fin31 :ir:d th:Jt there is n:1<!d for mor<1 and bet:i!rda:a with 

the pac.J of improvement in workers' com- which to test them. 

6 



• 

-

• 

incentives, consideration should be glven to 
extending it to many of the remaining three­
quarters of at! employers. 

If occupational safety and health programs 
are effective, they should reduce the number 
and serious;1ess of injuries and ilinesses, 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 _health 
programs. For example, the data on worker 
claims should be structured to reveal any 
safety and practices needing special attention 
through research, standards, enforcement, or 
training targe"i.:ng. Simi!c1rly, an examination 
should be made on what weight, if any, should 
be given findings of violations in occupational 
safety and health inspections in determining 
workers' compensation assessments. Study is 
needed of what safety and health services 
should be delivered and how, particularly to 
smail firms. 

Research wilt be undertaken to attempt to 
answer the following questions about the rofe 
of workers' compensation in safety and 
accident prevention. Does the present system 
of experience rating encourage safe and health­
ful workplaces? Would expansion of and/or 
improvements in experience rating provide 
effective incentives? Should experience rating 
be more closely related to controllable hazards? 
What should be the relationship between 
activities under the Occupc1tiona! Safety 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 thrit between 6,000 and 
9,000 workers in 37 workers' compensation 
jurisdictions needed vocational rehabilitation 
in 1972. A recent estimate by HEW set the 
need for all States at closer to 54,000. White 
these data arc not directly comparable, they 
indic<1te that rehabilitation may not be reach-

7 

12'T7 

i:'lg all of those who need it. In fact, based on 
the-numbers of workers rehabilitated undc!r 
the program in Ontario, Canada, which is 
generally regarded as one of the most effective ·. 
workers' .::ompensation systems, the number 
who r:eed rehabilitation services in this country 
may even be higher than the HEW estimate. 
There is a strong social and economic case for 
improving rehabilitation services since the 
available evidence indicates that vocational 
re11abilitation 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 Canodian Provinces which have 
systematic case management systems. -1i/ The 
reasons for this striking difference should be 
carefully explored. To wha+ extent are they 
due to differences in the industrial base? To 
differences in type and severity of 2.ccidents? 
To differences in case settlement? -I o avail-
abii ity and quality of rehabilitation facilities? 
To case management procedures? To social 
attitudes, economic opportunities or economic 
incentives? 

The deficiencies in rehabilitation include 
the lack of systematic screening to identify 
workers who could benefit from vocational 
rehabilitation and ensure that they do receive 
it; faulty knowledge of good rehabilitation 
practice; inadequate resources; the disincentive 
to early rehabilitation generated by the need 
to prove the extent of disability; and the lack · 
of any assurance of a job after rehabilitation._r/ 

A possible approach is to key merit rating 
explicitly to vocational rehabilitation out-

§' "Vlorkmen's CompenSation and Rehabilitation," Rehabilitation 
literature, A'.lgust 1952, Felton, S.F. 

J/ For exampl~. the! Adrninistr.i,or of the Calilornh Depill!rr.ent 
of Ref-,,bili!ation ucent!y t!!stifi,:d !h.~t most l'IO'.<f!rs' corr.p~nsa­
tion d,sJbili:y caSRs are not rdcrred until one to three y~ar; af;er 
the injur; occ:.1r:-ed. 
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comes in order to motivate employers (and 
p:;rhaps through economic incentives, their 
insurance Larriers). 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 3 rating scheme? Also, 
the experience of the Ontario system needs 
to be examined closely to determine its 
strengths in this area. 

Another import;int area of study concerns 
how much vocational rehabilitation should be 
provided. A policy based solely on e¢c 1omics 
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 wouid conflict with our 
human values and social policy. Other 
policies might be: restoring as much of the 
worker'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 made available to decision makers . .Y' 

Reemploym~nt. 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 
disDblecl workers and provide incentives to 
do so. 

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

y S;ie Workers' Compensation Board, Ont:irio, Study of the 
Economics of R<1hJbilitation, January 1910. Th:! resu/r:s of the 
qu:inritative ;u1.J!ysis re'/ea/ that on the avervg-:!1 th:J ner economic 
benefit of rehabi!itation services to workers injured in 1965/65 
is S 15,200, er.pressed in terms of 1966 dolic!rs. Thi; sum repres'3nts 
the v:ifu;: of increased lihtime earnings that Cdn be expected by 
;,n injured worker in 19S5/66 O'/H what was received by his 
co:mta•rpJrt injured in 1927/23 b~fore pf:y:;,-c;J/ and voc.J:ional 
reh::bilit<1tio,? service:; ~~,~re pro·✓id-:d. Si:12 also Ki;~r

1 
Larry, 

e~n,:!ir-Co;t Analysis of t?ehab;/,hririn, tlation.1! Commission 
Sru,J; No. 21. 
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are a common belief that an c1lready 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
sequent job is far more serious than the loss 
of one eye on an earlier job. Accordin~ly, the 
Commission recommended improved second 
injury funds, even though it was realized that 
at best they only lessen a disincentive to hire . ..Y 

Many employers underestimate the capabil­
ities of disabied employees. Better fncentives 
should be sought to encourage employers to 
hire or rehire rehabilitated workers: One. 
example would be to extend benefits-which 
the employer could use as a wage subsidy-­
through the first si~ months {or mor~) of 
empioyment. 

A related question concerns providing 
employment services to the rehabilitated 
worker. Better means of placement must be 
found. There have been sugges.tions that 
employers be required to reemploy workers . 
if they can do the job satisfactorily. This was 
tried to some extent under the Coal Mine 
Health and Safety Act, but more research is 
needed. 

For very badly dic.1bled vi.torkers, a better 
designed and capitalized sheltered workshop 
program might prove both feasible and 
desirable. Sheltered workshops, both publicly 
and privately sponsored, exist in a number of 
States and abroad, but their ability to meet 
the demand and their relation to workers' 
compensation is not presently known. 

Research•will be undertaken fnto making 
second-injury funds more effective. Avail­
ability of jobs suitable for persons with a 
history of occupational injury or illness will 
be examined. What training ·would be nee~ 
essary? What other barriers to employment 
are there, and how can they be overcome? To 
what extent would job restructuring or 
sheltered workshops be helpful? Could re-. 
employment incentives be devised to strength-

, 

~, Larson, Llo/d ~'l., Th~ Roi•~ of Su!.;;~g•1~r.r lnf'!r/ Jut1ds in 
Enco:ri>~.'n.1 Err.pfoyrr.<!n( of flandh:app-!d £'/or~-~rs. l/3:ional 
Commi;.ior. Sway fla. 23 . 
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en the employers' cksires to rehire handicapped 
people who previously worked for them? · 

Efficiency. Workers' compensation systems 
must be more efficient than they are today. 
While it is understandable that employees 
desire higher benefit levels, improved services 
and brsiader coverage, it is equally under­
standable that employers feel strongly that 
more of the higher costs must directly benefit 
clc1imants. Althou.3h direct co;nparisom are 
difficult, 'the ratio of administrative costs to 
benefits in the United States appears .o be 
about four times higher than in so-called 
inquiry (non-litigation) systems ;n 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 clue pc1rtly to differences in types and quality 
of services provided, to the industrial com­
position of the States, and to the salary levels 
of agency employees, the reasons for differ­
ences must be studied closely . ..:!.Pl 

Insurance expense is the major administra­
tive cost. Additional analysis is required to 
determine 1.;vhether 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-productive by reducing 
safety programs or limiting services to employ­
ers and employees alike? What v1ould be the 
effect of eliminating uniform rate tables and 
opening rate making to competition? Would 
heightened competition adversely af feet 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 
ct1sualty companies? Would lower costs result 
if combination policies cou!d°be sold by 

!W Soma of this apparent variation als? i; uncl'Ju!Jt~dly due to 
difficul:y in obtaining dJta frorn th:: Sr.1::?s tl:-1r ifre mutu1l!y 
con;i;,o''lt and sufficiently di;Jgr;re:;Jted to p~rmir v1/id comp.1risons. 
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comp:::nies which offer group health or dis­
ab;l:ty policies to employers? Would 
employees gain added protection? \;\Jhat.safe­
guards would be required to assure that work­
ers' compensation protection remains ade­
quate? State insurance funds zilso need to be 
examined. They gene.rally have lower expenses 
relative to private insurance funds . ..JY 

The Adversary Process. While State workers' 
compensation laws have largely removed fault 
as an element of controversy, questions of 
work-relatedness and the extent of disability 
still result in a substantial degree of adversar­
iness v1ithin the system. Few cases actually 
reach the courts, most being 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 mech­
c1nism. In other States, court cases can be tried 
de nova. 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 c13im size. And, because of experience 
rating, employers may make excessive use of 
litigation in costly -:!aims. This mc1y skew the 
distribution of benefit awards toward minor 
and av1ay from major disability cases. Moreover, 
an adversary system may result in some employ­
ees delc1ying rehabilita~ion lest it adversely 
affect their claims. This delay in turn may 
reduce the ultimate degree of rehabilitation. 
It may result in the individual's acceptance of 
the role of, disability rather than a continuing 
strugg!e to maximize his abilities. The adversary 
process may c:lso motivJte some employers 

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

9 

!_!/ R;:cent studi'!s by Chi! Stat;: Ag;:nci;:s of N;:w York and 
Caiiforni.3 ;vher~ Sca:e funds ope~atf! ln compe;i:ion 'rYith 
ca;,.,;;lry com;nnies ran.'< the S,:i,i! op<1rations as being among 
the compani~ that providi! th'! best s~rvic!!s. 

!?/ f.!!!!!I!!P·'!!.i_;_z_and R"!leaseS;:!_tl;:r:,3...(!!.,_fhtionil Commissfon 
Srucfy No. 3fJ. flus;;://, Louise. 'tr:i; study examin:s the 
arg:Jm~n0 for and a:;air>;t th: us-'! of compromiSc 2nd r:?leJ~e 
serr!;:rr::!ll:r an1 finds liUI'! justificarion for this prJ,;tice. 
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need to be studied and their caus,c)s removed 
if practical and consonant v1ith justice. 

It is important to know the costs of the 
adversary procedure, as well as th2 distortions 
it may cuuse; i.e., delays in payments 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 
treatment of permanent partial disabilities 
seem to be handled well in Ontario. 

By contrast, in many States, agency func­
tions are very limited and often do not in­
clude medicJI evaluation, rehabilitation, or 
reemployment counseling. Primarily they 
serve as quasi-judicial bodies, adjudicating 
disputed claims. Once a decision is rendered, 
an agency may have no further interest in a 
case, and individual workers mJy be left to 
fend for themselves. Many Srnte 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 
\rvill increase their total costs of administration. 

Any system has problems, in-cl_uding the 
inquiry system. A purely administrative 
system 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. Comiderable study is 
needed to determine whether the apparent 
advantages of an "Ontario" system are real, 
whether such a system could be adapted to 
conditions in the United States, and what 
incentives would encourage States to adopt 
such a system . 

The research will focus primnrily on the 
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advantages and disadvantages of an inquiry 
system such as that used in Ontario or the 
system used by the Veterans' Administration. 
Would such a system adequately protect the 
interes,s of the parties concerned? \:Vhat mod­
ifications would be required for successful 
operation in the United States? Which other 
elements of the Ontario system contribute 
significantly 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, 
they were almost two-thirds of c1II indemnity 
payments (i.e., cash awards exclusive of pay­
ments for medical expense). They vary con• 
siderably in relative importance from State to 
State (from 39 percent in f·/iaine to 80 percent 
in California) due to differences in benefits, 
maxima, and administrative policies. The 
distribution of permanenl partial awards is 
numerically ske\·1ed toward injuries involving 
minor disabilities. The result is th t for a given 
total of benefits funds, the amount available 
for mo're serious disabilities is reduced. Litiga­
tion over the seriousness of the disability is 
especially common in PPD cases. 

If the problems of equity ~re 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' compensation. 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 schedules of awards may 
have eased administrative burdens, they may 
have led to over compensation. On the other. 
hand, it rnay be that more serious disabilities 
have tended to be undercompensated. 

The m3jor 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 
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them . ....1¥ One suggestion for exploration was 
to consider p,mnancnt pzirtial 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 ecJrning power. This approach is att~active 
both conceptually and from an equity view­
point. Its major problem 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 rntional and uniform basis for the evaluation 
of physical disability. However, conditions 
such as a "b.:.d back" are still difficult to 
deal with. 

Permanent partial dis.ability 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 being the 
benefits payable. Hovvever, 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 a\tvard, there is the question 
of whether claims should be paid in a lump sum 
or periodically reassessed. Despite the difficul­
ties of developir.g 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 rt!lated to income loss \t'1ould be ended 
once earnings returned to the pre-injury 
growth path. Second, the assessm:int would 
automatically pare do·wn benefits 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. 

DI CnmD~ndium on l'/orkm1n's Cor.1:;-m~1,i•:m. Ch:1p/i!r 9, and 
N:1tio.nal Commi.sion R:por.. p. 31) 
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Research will be supported into the los~ of 
earnings associated with partial disabilities. 
Do other factors, such as age and occupation 
at the time of the injury, help to explain the 
losses o~ earnings associated with different 
parti31 disabilities? Should benefits vary over 
a set time path, representing an estimate of 
an averase recovery period? Should benefit 
payments be reevaluated at intervals? vVhat 
effects do different kinds and !eve!s of benefits 
h:.JVe on incentives to engage in rehabilitation 
or to seek employment? · · 

Program Interrelationships. The National 
Commission discussed the relation between · . 
\NO,kers' ~ompensation and other programs.~/ 
It concluded that no major benefit would be 
derived by the merger of progra 1s. However, 
there was not time for detailed analysis, and 
little attention was given to economies through 
closer 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 income which results from tem­
porary or permanent disability. With the 
expansion of fringe benefits and g:wernment 
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 '.vhat efficiencies or improvements in 
b~nefits could ba achieved by batter coordina­
tion. Possibilities will be explored for improved 
coordination and interchange of knowledge 
with various emergency medical care systems, 
health care facilities, reh:1bilitation assistance 
resources, training and employment programs, · 
and disability determination units. 

_!1 1 Thi! list of Fedf!ral statur,is and programs that directly inter­
face with State ~'lori<:rs' compens:Jtion programs includes (1) Coi!I 
Mine He:1/,h and Silfet'/ Act, (2) U,!tal ;:ind Non-,~IH:11/ic Mines Act, 
(3) Occup3tional Safety and Heal,h Act, (4) Fed•Hul Emplo1!!rs' 
Li;,tJi!ity Act, (5) Jones Act, (5) Fed~ra/ Employe'!s' Corn;;ens:ition 
Act, (7) Lon[;S,~Or'!rr.en's and H:1rbor 1'/orkers· Compens.,tion Act 
(3nd rel3ted s:;,tut<!s), (8) Reh3bilit3tion Act of 1973 and E.0. 
11758, (9/ Federal State Vocational R:!h1bilit3tion, (10) Unemploy• 
ment lns'.lr:mce/Tempor:,ry O,"sability Progr:ims, (11) Empfo1mf!nt 
S,rvic~/il~employr.1ent of the! R:!habi!itated, and (12) Sad:il 
Securi,y/O:d Ag~ and Survivors Di;abi!i(y lnsur:1nce. 
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Today, employee protection comes increas­
ingly from private Ii fe, heal th, and accident 
insurance, or pcmsions, though these may 
supp!em2nt workers' ~ompansation. Such plans 
may be sponsored by employers, negotiated 
between employers and employees (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 advantc.i,:;es gained by re­
ceiving "income" in the form of fringe benefits. 
Such negotiated supplements have sometimes 
provided employees with 24-hour coverage, 
family coverage, permanent partial indemnity, 
etc. A two-fold system has been evolving: a 
mandatory one providing for workers' com­
pensation co"erage and a voluntary one 
providing supplementary benefits. Better 
integration of the private and public benefit 
systems is needed. Workers' compensation, 
at least for the foreseeable future, appears to 
have a role that cannot readily be merged 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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The Federal Role: Policy Research 

To undertake this major program of research, 
we reco:nmend that the Federal government 
set U;) a select research unit within the inter­
Departmental task force, drawing on expe­
rienced senior staff from the participating 
Departments and outside sources. 

Parallel research may be supported by the 
National Science Foundation and various 
Departments workinf. 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 wiH 
prove successful. The States can and will meet 
the challenge to improve their systems. Work­
ing together, we should be able to reach the 
intermediate goals by 1976 and also to gain 
the knowledge necessary to propose further 
changes vvhich will make our Nation's work­
places snfer and healthier, and significantly 
upgrade the recuperation of those who, 

12 

despite our best efforts, became injured or ill 
in the course of their employment. 



Tabla ·1 - Stato VIJorkmen's Comp2nsati:rn Lnws Corr:pcired \.Vith Essantial Recomm,mdations _ 
· (Except Benefit Levals} of the Nntional Commission 1283 

- (as of April 1, 197 4) 

Rcco::i..~e~da tio:1 y 
Stt1tc 2.1 2.2 2.~ 2.5 2.6 2.7 2.11 2.13 I 3.ll 3.17 3.25 4.2 . , 

' ... ~ 
/\labar.u x - - - - - - x .X -· - - -
l\la5ka }t X X - X - - X X X - X X 

Arizona . X X - X - X X X X - Y. X 

Arkansas - - - - - - X - >: X - - -
C3lifornia X X X - X - - X X X· - X -
Colo;:a:lo - X - - X - X X X X - X X 
Con~c.::ticut - X X - - - - X X X - X X 
Dcla.t.-.~a!'.'e X - - - - - - X X X - X X 
District of colurmia X X - - X - - X X X ·- X X 
Florida X X - - X - - X X X ·- X -
Georgia - - - - - - X X X - - X X 
Hawaii X X X - X - >: X X X - X X 

Ida~o X X - - X - X X X X - X X 

lllir.ois X X - - - - - X X- X - - -
In:liana - X "- - X - X X X X - X X 
Iowa - X - - X - X X X X X X X 

Kansas - - - - - - - - X - - - -
Kentucky - X - - X - X X X X - X X 
I,ouisiana - X - - - - - - - - - - -
Maine - X - - X - - X X X - X -
Mar-yland - X - - X - - X X X - X X 
l-!assachusetts - X X - - - - X X X - X X 
Michigan X X X - X - X X - X - X X 

Minnesota - X - - X - - X X X - X X 
~:iss iss ippi X - - - - - - X X - - X X 

Missouri - - - - - - - X X X - X -Ho:1tana X X X -- X - - X X X - -- -N'~!Jru~1:a X X - - X - X X X X X Y. X 
Kevada X - - - X· - - X X X - ,,. X 
~ew Hampshire - X X - x- - X x· X X - :< X 
New Jersey - X X - X - X X X X - X -
New 1-!exico X - - - - - X X X - - - -
Ne:w York X X - - - - - X X y - X X 
North Carolina - - - - - - - X X - - - X 
,forth Dakota X X - - X - - X X X - X X 
Ohio - X X - X - - X X X X X X 
Okla~oma - - - - - - X - X - - X X 
Oregon X X X - - - - X X X - Y. X 
Pe:1ns}•lvania - X X - X - - X X X - X X 
Rhode Island X - - - - - - X X X - X X 
South Carolina - - - - - - - X X - - Y. X 
South Dai:ota - X - - Y. - - X X X - X Y. 
Tennessee - - - - - - - - X - - - -
Texas - X - - X - - X X· - X X X 
Utah X X - - X - Y. X X X - X X 
Vermont - X X - - - X X X - -; - -
Virginia - - - - - - - X X - - X X 

i-·ashi:1g to:1 X X X - X - X X X X - X X 
i:est Virginia - X - - - - - X X X - Y. -
t\!.sconsin - X - - X - - X X X - X X 
;,yon:i:1g X X - - - - X - X - -- X X 

Total Met 22 36 15 0 28 0 19 45 49 37 4 41 35 

x L:nv me<!ts recommended standJrd. 

Law does not meet recomm.:nd~J st:rndJrd. 

• !/ The essential recommendations, except for tho~e dealing with ben~fit lev~I,, are listed on pJge 14. -· 
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Essential Recommendations of the National Commission on State Workmen's Compensation Laws 

R2.1 Coverage by workmen's compensation laws be compulsory and that no waivers be 
· .permitted. 

. . 
R2.2 Employers not be exempted from workmen's coiT1pensation coverage because of the 

. number ".>f their employees. 

R2.4 · · A two-stage approach to tr.- coverage of farm\.vorkers. First, as of July 1, 1973, each 
agriculture employer who has an annual payroll that in total exceeds S1 ,000 be required 
to provide workmP.n's compensation coverage 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. 

R2.5 As of July 1, 1975, household worker~ a:id all casual workers be covered unc'Jr work­
men's compensation at least to the extent they are covered by Social Security. 

R2.6 Workmen's compensation coverage be mandatory for all government employees. 

R2.7 

R2.11 

R2.13 

R3.11 

R3.17 

R3.25 

R4.2 

R4.4 

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

An employee or his survivor be given the choice of filing a workmen's compensation 
claim in the State where the injury or de:->th occurred, or where the employment was 
principally localized, or where the employee was hired. 

All States provide full covernge for work-related diseases. 

The d?finition of permanent total disability used in most States be retained. However, in 
those few States which permit the payment of permanent total disability benefits 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 time. · 

Death benefits be paid to a widow or widower for life or until remarriage, and in the 
event of remarriage two years' benefits be p3id in a lump sum to the widO\iv or wido'.:ver. 
Benefits for a dependent child be continued at least until the child reaches 18, or· beyond. 
such age if actually dependent, or at least until age 25 if enrolled as a full-t,me 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 impairment. 

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

14 
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Tab!~ 2 - State Workers' Compens~cion Laws Benefit Levels Compared to th~ essential Rac~s1ations 
of the National Commission fos of April 1, 1974} . 

. r 
\ 

' ... r· . ~. • ._ t 6 

P.3. 7 I ::3.8 R3.l2 R3.15 R3.2l R:? .. 23 
St~t~s f/3 0~ ~·:a~es !•: ~ :, -i ~:-~•-";.r:t 2/3 0~ t-:~::e.; . !•taxt:i:-.c:i. 2/3 cf f;,_1.0~s ?·!,?.;',:;- .1-

.,\lab3~a X - X - 3;;,;** -
i\l~:;k.i1 65;,; X 65~~ - 35;~+-;t: X 

;,~ izo:1~ X X Y. X 35%** -
.t..rk~:isa.:; 65¾ - 65;', - 35%** -
califoraia X - X - ?~A -
Colorado X - X - X -
Connecticut. X X X X X X 
Delawa~;2 X - X - 501.** -
D.C. X X :{ X SCr;~** X 

f'lorida 60% - 60¼ - 601, -
Gcorsia X - X - X -
Hawaii X X X X 50%** -

60'}~* 60¾* - ~ ... :-,*·k -Idaho - ... J,;> ,, 
Illinois 651',* - 655~* - 65¾** -
J,r,idi-aa.a. ... ·x. - X - X -
Io-,ra X X X X x_ X 

' 
Kansas X - X - NA - . 
I<e::ituci:y 55o/;* - 55~~* - 5~~** -
Lcui.si?na 651}~ - 65½ - 321.-'¼** -
Naine X X X X X >: 
:-lnryland X. X X X X X· 

! .. !assac~1usse!:.t5 X - X ·- NA . -
Michigan X - X - X -
Minnesota X - X - 40~~ ... -
:-1iS$i!;Sippi X - X - 35% ** -
Missouri X - X - X -
Montar,a X X X X X X 
~cbras'ka X -· X - X -
r,;evc:.da ' X X X X X X 
Nev, .Hampshire X X X X X 

.. 
X 

New Jersey X X X X . 5Cr'/4 ** X 
He·.,, ~e,:ico X X - .. 

50¾ ** --
N~w York X - X - 40¼** -
North Carolina X - X -,. 

X -
Korth Dak0ta NA - Kt. - Ni\ -
O:iio X X X X X X 
Oklaho:71::i X - X - NA -
Orc;go:-l X X X X NA -
Pennsylvania X X X X 51¾ ** X 
Rh;-id';: island X - X - X -
South Carolnia 60% * 60½ * - 60}~- . --. 
South Dakota X - X - X -
Tcn!lc-ssee X - X - 50% ** -
Texas x· - X - X -
Uta!"! x. X X X X X 
Ver~~nt }( - X - 50-½ ** ..; 

Virgbia X - X - X -
Wa::;hingto:i 60¾ X 60¼ ,x .. 60,; ** X 
We:it Vit:ginia X - X - N;\ -
:,;i:,ccr.sin X - X - 50% -
\·iro:r.ing X - NJ\ - N.'\ -
TOtal,Mceting: 41 17 40 16 21 14 

X = 6G 2/3¼ or more. 

• The objective for minimum benefit leveh recommended by th;, N:ition:i.1 Commi,sion nod endorsed by the Administration 
is two-thirds of the employee's w3ge up to two-thirds of the State's average Weekly wage. !l This objective is b;1sed on the 
benefits p:iid to worker irrespecitve of the number of depend,rn:s. In these Stat"s additional ben<)fits are paid to the employee~ 
for depend.::nts to the. extent this amount does not exceed the maximum weekly benefit. 

• • The objectin for minimum benefit levels recommended b.y the N:i.tion:it Commission and enc!orsed by the Administration 
i5 two-thirds of tli,! employee's wage up to two-thirds of the State's ;;m,r3ze weekly W:!.ge.!1 This objective is bilSe4 on the 
benefits pJid to worker irr<!spective of the number of depem!ents. In thes<l St:ites, additional bef}_efits are paid to th·/ employees 
for depend,mt; to the extent this :unount does not exce.:d the ma.xirnu:n weekly. b,mefil. 

!J Thi;; mnimum rises to l 00% in 1975. 
GPO 875•745 
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(l't.Ev.4 01.i) 
Exclt1sj\1e State F L1ncls Pay Off in Benefits 1286 

Excerpts of testimony in !day, 1974, l)y IUD Secre­
tary-Treasurer Jacob Clayman l>efore the U.S. Sen­
ate Subcommittee on Labor on the Nation,,I \-Vork­
men's Compensation Standards Act of 1973 (5.200D). 

Over the years the single, insistent note of em­
ployers resisting· liberalbuttion of .workers' compen­
sation has beeil "we cannot afford it" and of course 
the basic cost of any social progrilrn 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 cm­
p!orer financial input. 

. I am not talking about magic. r refer to a well­
known mechanism, the exclusive state fund. In the 
years 1962-(,6, considering benefits as a pNcentage 
of premiums earned, private insurance comp,mie:; 
ch:innclcd 61 cents of every premium dollar received 
-h)'them into worker benefits. The babncc remained 
with the insurance companies. 

Ourin!~ this same period, n~ cents of ever}' 
premium do!k,r paid to compNitivc state funcb 
went to worker. bendits, and 95 cents of evcrr dol­
l.tr received hy exclusive s!,1!e funds found their _way 
into insured wor~~cr bcnc:fits----compcns,ltion ,111d 
mc•dical c.-ir-::~. 

And thc:rcin lies the heart of -the pro!,bn ··-the 

major· part of the nation's worker compensation 
S}'Stem has tied itself to an inor~linat¢ly expensive 
S}'Stem 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 insur,1nce 
company profits, acql!isition costs, lobbying, etc., 
none of which has social or economic worth to in­
jured , Svorlers, for. who.in, -pre&aimably, th~ entire 
system was built. · . · ·. · · . 

J believe that it_makes profound sense that .the ex .. 
elusive state funds concept_ be unjversalized in 
this country and that the fantastic savings inherent 
in such action be ploughed into additional worker 
compensation benefits. The difference between 95 
cents and~ cents, which marks the gap between 
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 indicate a cost savings on the part of exclusive 
st;Jte funds of at least 20 cents per premium dollar 
o:as high as 30 cent$ per premium dollar. 
. In 1969, private insurance companies received 
$3;238,900,000 in premiums. (There are some 
changes in the current figures hut they do not 
change the., import of my observations.) Twenty 
percent· of thrs enomious S!.1m would amount to 
almost_ $650 million. Thus, the S1,64·J billion paid 
b}' private insurance companies in the form of 
worker benefits could readily have been raised b); 
$650 million to $2,291 billion, an incre«se of roughly 
40 percent. One might argue over these figures to 
the last penny, but I feel conf:dent that they do ac­
curately indicate ihe magnitude of the possibilltie:.. 

I urge thal, at long last, this Committee grasp 
the nettle, think the unthinkJb!e, and face up to 
thencecl for adopting the cxclu;i~:e stitle funds coa­
ccpt for the entire countr}'. . 

I dr~w the Committee's .iUenl:iori to a profound 
obscivation made a number of years ago by 1\rtht_1r 
J. Altmeyer, former U.S. Soda! St!Curity Comm.is­
sioner, who was worried about the state workcis' 
compensation pro£!r,1h1s which were under the in­
fluence of- the private insur,mce industr)' a;; he 
wisely observed: . 

" ••• most of the shortcomings have grown 
out of . the individualistic concepts in­
volved in priy,!~C. financini; •• ~ I believe 
·until WC! mo-.·c a consider:b!c distance in 
the dirccti0:-t ,1r the st.it~:. ,hcrnseh-e; a$­
suminr, rc-:-ptinsibilitr <-itlwr clirccUy 
thrciui~li cxdt1$:vc state fon::1$ or through a 
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st<l:~\vide mutual insurance cornpziny we 
sJdl find it impossibf·e not only to provide 
adeqo.lte benefits to all workers and ac!e~ 
qu,~te protection to .ill cmp!oya."s but we 
shall find it irnpo:.sible to carry on effec­
tively as we should in accident prevention 
aml rdrnbifitation." 
I know that it is not easy or simple to dislodge 

me insurance industrr from its firmly entrenched 
po;.rtion in the workers' compens,ation field and yet 
untii this great and grievous waste is eliminated the 

. • workers' compensation system will find it more dif­
ficu !t to realize its early promise to thMe who have 
and will be victims of our industrial process .•. 

I made the. point in my original testimony that 
one dear .ind obvious method of raising a goodly 
share of the aclditi.onaf monies necessa,y to provide 

t 
· • the monetar11 lil>t:irati~ations in this bill was to re-
\· CJuirn that the various states establish an exdusive 

sti!te workers' compensation fund. The savings 
~vould be huge. · · 

.. ~ A number of years ago (1959), I wrote an article 
119' in the Rocky Mountain law Review on this issue, 

particularly as it applied to the exclusive workers' 
cornpcnsation fwtd operi!ting in Ohio. I came to 
the conclusion thc\t the crHire ovNh~1d ·costs for 
the Ohio state exclusive workers' compensation 
fui1d \\'as, 41/2 percent, while in oth~r states the 
overhead costs, acquisition costs {bmkci's commis-

. skm), lobb,1 expenses, profiB, etc., spent br private 
.insurance comp.inies opchtting there was t'lnywhcre 
from 30 percent to 40 percent. I pointed out th~t it 
h.is been cfomonstrated by the St)lners in their work­
ers' compensation mastc~rpicce V\'o:-kmen's Com­
p!~ns:1iic,n (1954) that "sine<~ the btcr 30s benefits 
have averaged about 55 percent of the amount 
which c:np!oye;s paid in premiums." 

Of course tlicre have been some changes in 
workers' ccimpcns<1tion costs since the above ankle 

. was written; they h.ive gone clown somewhat but 
not (•ncn1gh lo change the c;sentid thrust of my 
195~ .irtidc. 

"fhe N.rtionat Council on Compensation as­
stm)c:; that insurance.· comp.inics ncNI ap;1roxi­
m,1td}' 39 pcrc(·nt of the Premium dollu to pay 
cxr,,·n•;!'.S and m.ike a modc:.t 11rc1fit whr•ii handling 
s:n,dl c.•;11plorcr .:1ccounts. for c,:.unp?c, fv\inncsnta, 

• 
a not unt;-pic,il pri\·ate insurance compz:rq state, 

'- spf:!!,. nu, 1hc~ permh'>il,!c expense cornp(mc·nl:i. for 
iil'>t1r,u1~ 1~ con1p,:mic5 involved with $null employ­
<·:: .. It i:; a~. (ol!o·.vs: . 

1287. 
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Per~nt • 

Acquisition and fi~ld supervision expense 
(safes) •• ·.• •.•••.• : • • :· ••••••••••• * •• ·11..tr 

Gem~rai administration expense • • • • • • • • • . 8.4 

Claims adjustment expense • : ••• ~ • • • • • • 8.2 · 
' 

Taxes .............. :.· ..................... ·• 2,.7 .. 

Profit and contingancies •••••• : • • • • • • • • 2.5 
~~-

Total ......................... .,,: ., ... , 39' .. 3.-

· Such a gigantic \vastef Na\ttraUy, the percent~ 
age of cc:;t 5lccrcas.e; as employers.' premiums grow 
larger. for employers in 1970 with am,1.1.J pr01niurn 
of more th:m $100,000, the expenses- end profit 
loadlnf came to .30 percent in nonparticip.tUt:g 
~tock insurers, 25.2 percent or participating s.tock 
insurers, and 24 percent for mutual insurers. 

Compare thes.e expense figure$ of 1970 witl-1 
that of exclusive st.1te wo,kers' con•J:>emation funds 
in the same ;-ear: · 

-----·-------------------·----

Exclusive funds: 

Nevada ......... · .............. ., .•• 

North 

Ohio 

Oa_kota ............ ~ . ~ • ; ••. 

.. lJ ........... - ••• "' ......... . 

\Vashingfon • ~ ....... !" • .......... -.. 

West Virginia .•..• · .•••.••••••• 

................. 'I' •• - ... 

1970 .....----. 
.12 .. 1t 

;,:,, ~ 

.09 · .. 08 

.04 .. 04 

.. 11-

.OS· 

.1(f 

.14· 

.. 04 

.07 

• s 
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. Thus, a comparison of exclusive state workers' 
compensation fund expen-,e, amounts to 4 percent 
in both Ohio and \Vest Virginia, 4 cents of each 
premitirn clo!Iar, 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 demonstrates a startling dimen-
sion of the cost differential. . 

Jn short, there is at fo:ist a difference of 20 per­
cent in need1ess overneaa costs oetween exclusive 
state funds and private insurance companies. Thus, 
the estimate in my orif;inal testimony of a savings 
of $650 million based on 1969 premiums to private 
workers' compensation insurance companies by 
simply utilizing the exclusive state fund concept, 
was a conservative reckoning. 

Let r?,e add a few more vital statistics which 
reveal as the}' starde. New Jersey is a priv,1te insur­
_ance s~ate in the field of workers' compensation. In 
a Fina: Report on the VVorkmen's Compensation 
System released by that State's Commission of ln­
vestigai.ion in January, 1974, a chilling observation 
was made, but a factual one: 

"finally, lhe most tragic aspect of the 
·workmen's Compensation systef!J in the 
Stare 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, 
enfy 41 percent or $502,808,716 ultimate!}' 
found its way to the person for whom the 
system was formed, the worker. 
$499 million was retained by insurance 
carriers as operating expenses or returned 
to employers in the form of dividends or 
discounts." 
Contri:!riwise, the State of Washington, which 

has an exclusive state workers' compensation fund 
reported for the year 1970: 

"For every $100 collected in premiums, 
the Department paid out ~pproximatdy 
$102.50 in benefits to ,vorkers." 

This, of course, was made possible by lower ex­
penses; the st;itc is not intcre5tcd in making profits, 
or expending forge sums for lobbylng, or contribut­
ing precious premium doll.us to acquire nc"v busi· 
tlC$S. In .,ddition, the~ state p!~cc; its funds, kith 
current ;ind rc;;en•cs, in incom,~•oearing investmc-nts 
which. r(:iurn their incrc:ments to workers in the form 
of ht·ncfits. 

In ,:nothe; exclusive st:ite workers' cornpen:;a-

() 
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tion fund, \:Vest Virginia, the June- 30, ,:973 annual 
report and fiwmcial statemE:nt of the West Virginia 
Workmen's Comperi5~tion fund relates: . 

"from its organization in 1913 to the pres­
.ent the fund has paid benefits tota.Unq 
$531,595,394.90. When the reserve for out. 
stan~ing daims is' added to this ~mount, 
the total is $687,976,606.90. This is $75,-. 
231,865.32 more than the total ptll!l'mium · 
received by the Fund and reflects the fact 
thc1t for e·,ery dollar employers have paid 
in premiums to the. fund, the · Fund has 
paid, or will pay, to disibltcl employees 
and dependents, orie dollar, twe/\'e and 
threlf:!~tenths a:nls." 

Nowhere can one fiml a similar resu.h in any 
of the priv~te insurance companies structures. Thii· 
cannot and does not happen. · 

I believe that this brief supplement to my origiMl 
testimony makes ·the case clear that .-nost states in 
the U.S.- have seriously neglected their responsibili­
ties to both workers and emploters by pursi.1ing a 
socially negative and wasteful poliq1 rn surrendering 
the bask administration of workmen's compel.'lsation 
to private insurance companies. History and the.:;e 
statistical fad:; have joined in proving this approlth 
as not only wrong but deeply harmful to injur.ed 
\vorkers with no meaningful benefits to employ.en,. , 

The area of workers' compensation is a kind· 
of tortured ground where we find human travail and · 
suffering commonpfacc, family frustrations, ccom:m1• 
k dislocation, often psychofogie:11 · trauma. Jn 
short, an area of such CNiU\vhelminf: call upon our 
• ·1dividual and coH~ctive consciences that the pri• 
vate profit of a fow in:.ur.:ince coi'ilfnmies stands in• 

finitely miniscufe as we vie\v the human condrtion .. 
The tragic \-vasle of resoun::::es by private in;urance 
companies in workers' compensation which could 
be pknrghed into hope, aid and succor to hundreds 
of thousands of in-jured and mairned \vorkers in 
America, in my humb!e judgment can be rir.htluUy 
labeled a~ indecent and.perhaps even obsci:-n~. 

S.2008 potentially represent!- a breakthrough 
for rodal and economic justice of great and hei\rt­
warmin~: proportions. \Ve ur~e th<:: Committee l() 

· take that extra necessary slf;'jJ ancl m<lndMe as a 
minimtmi fo'.dcral standard the cre.'ltk>n of exclusive 
workers' compensation funds. It will scn,•c worke-n: 
bc-:;t that is dear, but in the Ion; run it wilt redound 
to the benefit .ind cn:dit of l?u::ines~ am;I- indus.tr)' as 
wdl as the tot;il cc,mmttnit)'. · O 

. . . 
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~mbl :l Bills IZi · 
e_~~em~~.Y.. Joint Resolutions · =4<- -
Sen:1.te Bi __ l,_l_f'_, ____ __,..__, ________ .. -, el.I , -
Senate Jo1.nt Resolutions ,:___:_1_ 
Assembly Concurrent Res. J 
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Assemblv Joint Resolutions _ ~-
Senate Bills -- .. ,.. .· 
S·?.:na.te ,Joint Resolutions J; 
;..ssembly Concurrent Res. O 

Indefinitely p<?._s,teoned 

AssembJ.v Bills 
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'sirtate Bills . . 
Senate. 1Joint Rc~solutions 
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