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Morning Sesgsion

Proposal No. 45 - Workers' Compensation

The Special Committee on Labor and Industry was called to ovder at
10:00 a.m. by the Chairman, Representative Eugene F. Gastl. The purpose of the
meeting was to hold hearings on Propesal No. 45 - Worker's Compensation and the
concept of a Workers' Compensation State Fund.




Mr. L. M. Cornish, Kansas Association of Preperty and Casualty Insurance
Companies, introduced ¥Mr. Jack Doyle, Alliance of American Insurers, to speak in
opposition to the creation in Kansas of a Workers' Compensation State Fund. Mr.
Doyle said that those states which have funds for handling Workers' Compensation,
except for Oklahoma, have had them from the original enactment of their Workers'

Compensation Law with most enactment dates going back to around 1911. le said that
the single most compelling argument for a state fund is that it is said to be less
costly to the employer thun private insurance. He noted that state funds have less

costs because they are exempt from the following taxes:

1. premium taxes

RS

real estate Laxes

state income taxes

{5

4, gasoline taxes

i

federal income taxes

Mr. Dovle said, however, that lowering the cost of the insurance does nct
represent a savings to the population. The loss of tax revenue must bhe made up from
other sources. He estimated that the elimination of private insurance carriers would
eliminate immediately from the coffers of the state approximately $1,200,000. He
also said that there would be tremendous start up costs in establishing a large state
agency to handle this function.

A copy of Mr. Doyle's statement is attached. (Attachment I)

Mr. Robert Heitzman, Executive Vice-President of the Naticnmal Council on
Compensation Insurance, explained that the Council is a licensed rate making organiza-
tion for Workers' Compensation Insurance. He said that he was appearing before the
Committee to give information and to answer questions on how rates are set. His or-
ganization works to provide a schedule of rates in accordance with state laws so in
setting rates only Kansas data is used. He listed the following factors that are used
in rate setting. :

1. Experience rating - an individual employer can get credit for a good
loss record and be penalized for a bad loss record.

2. Quantity disceount.
3. Retrospective ratings - vesembles a cost plus approach.
He said that the worker's comﬁensation insurance line has deteriorated in
the last seven oxr eight years. In 1976, there was a §7.6 million underwriting loss

in Kansas. He noted that rates have not kept up with losses in Kansas. Mr. Heitzman
said that Kansas rates do not seem to bz high in comparison to other states.

Afternoon Session

Chairman Gastl called the meeting to order at 1:30 p.m. Mr. Mark Bennett,
American Insurance Association, introduced Mr. Robert Flockhart, counsel with the
American Insurance Association, an organizatiocn comprised of 147 property and casualty
insurance companies. Mr. Flockhart said that his association member companies pro-
vide a significant percentage of workers' compensation insurance written in Kansas
and throughout the country. He said that a fund would prove costly to the taxpayers
of Kansas and could prove detrimental to the operation of the worker's compensation
system in the state. He estimated that if a monopolistic fund was established in
Kansas, the capital nceded to put the state fund into operation would be nearly 520
million. If the scate fund would be cumpetitive, and assuming it would absorb one-
fourth of the existing market, it would require a capital fund of nearly $5 million.
He said that while the stale would be raising these funds, it would be losing current
income in the form of premium tax, and the loss of additional revenues received from
employees and agents of the companics living and working in Kansas, whose jobs would

no longer exist, or would be markedly vestricted.




A copy of Mr. Flockhart's statemenl is attached (Attachment II). He also
distributed copies of a booklel summarizing insurance carrier perlormances published
by the State of New York. A copy of this publication is available in the Legislative
Research Department,

Mr. Jack Landreth, Chairman of the Legislative Committee of the Independent
Insurance Agents of Kansas, spoke in oppeosition to the idea of a state owned insurance
company for workers' compensation insurance. His statement te the Committee is in-
cluded as Attachment III. Mr. Landreth passed out a list of the insurance companies
that wrote Workers' Compensation ITnsurance in Kansas during 1975 (Attachment IV). He
noted that there is no lack of competition for workers' compensation insurance as long
as the Insurance Department permits reasonable rates to be charped.

He distributed Attachment V, a ranking of states based upon the average
workers' compensation rate. On a comparative scale, Kansas rates are below average.

He then passed out Attachment VI, a short statement of revenues which the
private insurance industry pays to state goverument in Fansas.

Mr. Jack Pearson, Kansas Associlation of Commerce and Industry, spoke in
opposition to the preposal of & State Workers' Compensation Fund in Kansas. He said
that employers in Kansas last year paid in about $75 million in workers' compensation
premiums. He predicted that this amount will increase this year with the new rate
increase. He said that the State of Kansas should not take over a function which is
being adequately performed by the private sector. See Attachment VII for Mr. Pearson's
prepared statement.

Mr. Wayne Stratton, Regional Manager of the Alliance of American Insurers,
said that his organization represented 100 insurance companies. He opposed the idea
of a state workers' compensation fund, either competitive or monopolistic.

Mr. Stratton said that the state legislatures set the benefit levels for
workers' compensation. The insurance industry must price and sell anything the leg-
islature wants. He pointed out that just because Workers' compensation insurance is
generally losing money for insurance companies now, it does not mean that it will
always lose money. He said that if a state insurance fund provides the same services
as a private carrier, it cannot compete with private industry in the range of salaries
for the personnel needed to administer these services since state salaries are generally
lower than those in private industry. He also said that a state fund represents
problems for an employer with multi-state employees.

Representative Lynn Whiteside moved that the minutes of the August 1l7th
and 18th meeting be approved as corrected. Senator John Vermillion seccnded the
motion. The motion carried.

Three hand-outs were given each member of the Committee including a copy
of a letter received by Chairman Gastl from Dr. James McCain, Secretary of the Depatrtment
of Human Resources, in reply to a letter from Chairman Gastl requesting information
on matters and suggestions involving the Kansas Employment Security Law. Included
in this letter are Department of Human Rescurces Legislative recommendations. A copy
of replies .from various states to a questionnaire sent by Mr. R. J. Soptic, President
of the United Auto Workers - Local 31, concerning elimination of the waiting period
for unemployment benefits and a letter from a Kansas businessman to the Department
of Humen Resources concerning problems with the unemployment benefit system. Copies
of these items are in the Committee notehooks.

Chairman Gastl announced that the Special Committee on Labor and Industry
will meet on October 12 to receive the recommendations of the Advisory Councils on
Employment Security and Workers' Compensation. The Committee will meet again on
October 19 and 20, for deliberation and decisions concerning legislative rececmmendations.
On November 16, 1977, the Committee will meet to review final bill drafts and to adopt
the Committee reports. '

The mecting was adjourned at 3:30 p.m. by Chairman Gastl.

Prepg-r_‘cd by Mike Heim

Approved by Committee on:

_5&{?—7:-74/ﬁ7 77




v s

6‘{/{“ {,&4/ A 7

Pogition Paper on State Funds
For Writing Workers' Compensation

Workers' compensation laws first became effective in the United States

in 1911 in the stateslof Wisconzin, Nevada, New Jersey, California and
Washingten. 0f those stﬁtes, Wisconsin and New Jersey adopted private
insurance to-deliver benefits to the worker, Nevada and Washingten adopted
a monopolistic fund, and California adopted both private insurance and a
competitive state fund. Bétween 1912 and 1919 five additional states
enacted monopolistic fund laws, Ohio, West Virginia, Oregon, Wyoming and
North Dalwta. The last state to adopt a state fund for writing workers'
compensation was Oklalioma which passed a law establishing a competitive

state fund in 1933 over forty years ago.

A1l in all, only six states have government monopoly state funds for pro-~
viding workers' compensation and 12 states have funds that compete with
private insurance companies. In the remaining 32 states - the vast majority -
all workers' compensation benefits are provided by private insurance com-
panies, competing freely for the opportunity to serve. This lineup, of
course, excludes the self-insurance concept which exists in almost all

states and allows an employer, if qualified, to provide his oun coverage.

In 11 of the states with competing state funds, most of the workers' compen-—
sation benefits are provided by private insurance companies. This is true
even in states such as California and Wew York, both of which have,. by com-

parison with other funds, aggresive, well-managed comeptitive. funds.

It is a compelling fact and worth repeating that those states that have
funds for handling workers® compensation cxcept for Oklahoma have had them

from the original enactment of their law. In fact, going in the opposite

ok~
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direction, Oregon introduced competition through privafe insurance in 1966
after operating only a state fund for many years. In Pennsylvania an

audit report by State Auditor General Robert T. Casey, conducted because
the State Workmen's Compeﬁsation Tnsurance Fund appears headed for fiscal
trouble, has recommended reevaluation of the Fund's purpose in writing only
high risk business and suggested considering a reinsurance pool to cover
this business. This is essentially the system used by private carriers

on high risk or less desirable business. Also, within the past few years,
the state of Washington has permitted self-insurance while seriously con-—
sidering perwitting private carriers to write this business also. This

shows -an increasing disatisfaction with funds per se.

The above statements arc true despite the fact that many states throughout the

years have considered the concept but rejected it.

The single most compelling argument for a state fund is that it is less

costly to the employer than private insurance.

But is this true? The scarcity of data concerning the financial operations
of state funds including financial statements, premium loss and expense

exhibits and details of the rate makeup along with conflicts in the figures

that are available make the information furnished suspect.

We admit, however, there are certain areas in which state funds have costs
that are less than those of private carriers. This is in the area of taxes

and include the following:

1. Premium tax - the rate of premium tex varies from a low of two
to four percent in certain states to a maximum of four and a half

percent of premiums. Funds as state bodies do not pay premium
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taxes. Thus in Kansas the elimination of private insurance carriers
would eliminate immediately from the coffers of the state approx-—
imately.$l,200,dOO.

2. Real estate taxes -~ since state funds would normally occupy
stateméwned buildings, such property would not be subject to real
estalte taxes. The e;imination of insurance companies writing
workers” compensation in the state would undoubtedly cause some
insurance carriers to sell or discontinue the renting of buildings

which generate real estate taxes.

3. Loss of state income taxes - we calculate that there are approx-
imatcly 500 people holding jobs in Kansas that ave directly involved
in the private coverage of workers' cowpensation. Statistics tell
us that the average insurance company employee earns approximately
$10,000 per year so that if these jobs are eliminated because of the
introduction of government funds some $5 million in payroll is
affected. Also, there are approximately 1,000 insurance agents who
write property and casualty insurance in the state, most of whom
write some volume of workers' compensation and if we contemplate
that there is appreximately $61 wmillion worth of premiums written
in the state in a year and using the conservative figure of a ten
percent commission paid to the agents on this business we see on

an additional $6 million in earnings involved adversezly.

4. Gasoline taxes - the gasoline used in the motor vehicles would
probably not be subject to the gascline taxes of the state. The
. -

eliminiation of insurance carriers writing workers' compensation

would reduce the use of gasoline subject to this tax by this industry.
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5. Federal income taxes - the profits of the state funds weould not

be subject to a federal income taxation.

The fact that a state fund does not pay these taxes while ostensibly lowering
the cost does not represent a savings to the population. The loss of tax

revenue must be made up from some other source.

There are other areas of expenses which present questions. Is the state
fund charged rent, light and heat fcr the space it occupies? If such &
charpge is made it is comparable to what private industry must pay for com-
parable space? (The immedlate past director of the Washington State Fund
indicates that the state dees pay the going private rental rate for space
throughout the state but their main offices in the state capitol are only
assessed a nominal fee which in no way 2quals what they would have to pay
in the private market. He also indicates that & nominzal charge is made for
the use of state automcbiles but this charge is a real bargain.) Is the
state fund charged for all the supplies that it uses? State bodies are
usually given a discount on the goods ﬁhat they purchase. If the seller

is to achieve a reasonable profit, this income must be made up from other
purchases of like property. Again, there is no savings by the total pop-—

ulation of the state.

Comparing césts between state insurance and private insurance is difficult,
if not impossible. The premium basis and accounting procedures vary and

private insurance' provides many more coverages, benefits and services than
state insurance. Many employérs obvicusly feel that any added dollar cost

is well worth it o obtain the greater value.

. ] T L]
Another aspect that must be considered when opne congiders cost is start up
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costs' which can be tremendous. We have no actual figﬁres to go on because,
as mentioned before, the last time a fund was established in the United States
was over furty years ago. Howevef, even though a single policy has not been
issued, once-]egislation is enacted creating a state compensation fund, here

is what is involved:

1. The need to hire a2 general manager with many vears of experience

in overall insurance administration.

2. Tmmediate funds are necessary to establish procedure and to

to function in full gear from date of inception as an "insurance
company' that would be the sole writer of workmen's compensation
insurance in Kansas. Almost inmediately dollars would be

necessary to establish reserves for claim payments.

3. Experts in underwriting, claims, administration, actuarial work,
loss control, rehabilitation, insurance forms and payroll auditing
would have to be found and hired at competitive salaries, whether

residents or not. Salaries would be payable immediately.

4. In additicn to data processing equipment and office furnishings,
insurance forms, manuals, claim and underwriting forms would have to

be developed and available.

5. A fleet of vehicles would have to be 'provided for claims, loss

control and payroll auditing personnel.

By no means is this a complete list of immediate requirements. They do,
however, demonstrate the tremendous cutlay of dollars necessary Lo commence

operations.
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(As T have mentioned the last workers' compensation fund established was

in Oklahoma some forty years ago. However, for comparison purposes, we
could use the initial costs involved in the setting up of the Maryland
Automobile Insurance Fund .in 1973. It is estimated from their first annual
report in 1973 that the startup costs approximated $3,500,000. This was

the outlay necessary before even one policy was written.)

lLet us examine other areas necessary to a viable workers® compensation

svstem and in which private csrriers excel:
¥

1. Private insurance offers superior security. If a state fund

went bankrupt, it surely would be bailed out by the state - by the
public through taxation; but ls that security? The security record

of private insurance companies, while not perfect, is remarkable.
Admittedly, any failure, however small, is too much. Put the remedy
is not goverament monoply insurance. The Kansas Insurance Guaranty
Association came into being to guarantee full payment of claims to

an eligible claimaint if a private carrier became insclvent. There-
fore, the possibility of an injured employee not being ahle to recover

compensation because of the financial conditica of a carrvier is eliminated.

2. Private insurance pay benefits more promply. The true test of
accomplishment and prompt payment of compensation after a disability
injury is whether the first payment is nade promptly following the

first day that the compensation is due. The statistics as are available
nationally indicate that private companies in many instances excel

state funds in starting payments of compensation in disability cases.
Statistics ip Oregon, for example. show that the insurance companies

have a superior vecord in prowpt payment. There iz no reason to belileve
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the totral record in Kansas is otherwise.

(QUOTE FROM THE STATEMENT OFlTHE UNITED MINE WORKERS' OF AMERICA AT

A MOUSE COMMITTER HEARING IN WEST VIRGINIA ON THE CONDITION O THE
MONOPOLISTIC STATE FUND CONDUCTED ON JULY 26, 1977. -~ "It is
repoxtéd that between February 1976 and January 1977 there was an
accumulation Qf more than 60,000 unpaid medical, hospital aﬁd drug
bills; an accumlation of thousands of unanswered letters; and an
accumulation of approximately one million executed forms and other
official documents that were bundled and dumped in a warehouse whan
they properly belonged in the claiwm files; an estimated overpayment
of benefits in an amount exceeding $1 million, when, at the same time,
there were delays, exceeding six months or more, in disbursing benefits

to thousands of claimants legally entitled thereto.')

3. Private insurance provides better medical services. Because of

the competi;ive splrit among their peers the insurance companies have

a stronger motive than a state fund to get an Injured worker back on
the'job. Tt is well known that the insurance industry moves progressively

in all aspects of rehabilitation.

Apart from humanitarian reasons, there is the economic incentive to
help a man recover and get back to work as soon as possible. We can-
not afford to create dependent invalids. ven in states where statutes
do not demand rehabilitation offorts, the insurance industry is deeply
involved in éuch work, providing rehabilitation nurses and other
specifically trained people and facilities. The carriers, being for
tﬁe most part naticnal in scope, bring a national approach to rehab-

ilitation. They will seek out the best madical available not only



in. Karpsas but im the country. They are aware of facilities else-
where and will have a much broader base from which to operate. Many
companies have highly sophisticated rehabilitation departments and
facilities and all avail themselves of the many ever growing private
and public facilities throughout the country. Teaching amputees how
to use artificial limbs, training the blind to resume their place in
society, imparting new skills to the physically handicapped - these
are consideved essential services and the industry is proud of the

fact that many of our companies have heen picneers in this work.

4. Private insurance gives better loss prevention., Safety heads

the list of services which an insurance company provides to its policy-
holders. The prevention of an accident in the first place not only
preserves the well being of employeces, but it also reduces the amocunt
necded for payment of compensation benefits, ultimately decreasing

the cost of this insuvance protection. In the beginning, state funds
omitted this service entirely, but some safety programs since have

been commnenced by certain of the funds. Much of the programs consist
of compliance inspection doing nothing to prevent “"The Unsafe Act”
which is the major cause of industrial accidents. The record of the
private companics nationwide is however far Supérior. Insurance com—
panies operating countrywide can provide special services that would
not be economically feasible for a fund operating in a single state.

These include:

1. TIndustrial hygiene. Utilizing highly trained specialists
who arve capehle of evaluating such exposures as radiation, gasses,

fumes, skin irritants, noise and dust.
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2. Occupational health consultants. These are nurses who analyze
accident data to determine what changes should be recommended

in a medical‘program. This could include whether there is a
sufficient volume of injuries to justify the hiring of a nurse

or whether theve should be a physician in attendance part~time.
They assict an cmployer in establishing proper methods of record-

keeping.

3. Laboratories., Highly sophisticated, they conduct tests of
employers' products to determine the hazards to employees or the
reneral public. An example is the work that has been done iIn the
& d !

fiamability of fabrics.

4. Construction specialists. These act as consultants to
supplement the activities of the local loss control engineer.
They may be called in wheu special problems arise such as under-
pining or dewatering. In a monopolistic fund state, an employer

must often purchase such services separately.

It 1s well known that the insurance companies employ safety
engineering and inspection staffs numbering in excess of over
8,000 prefessional men and women. They 3156 maintain continuous
research programs, as do the industry's trade associations. More-
over, insurance executives and technical experts are prominently
involveq in most of the national standard-setting and code-making
bodies which develop safety specifications for plants, equip-

ment, processes and products in a multitude of industrial.fields.

When private industry ds permitted to insure it workers® compensation
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.with an insurance carrier writing its other lines, the loss control
engineer can make a survey that covers the various lines. A
potential fire hazard that could cause a property loss might

.also result in an injury to the workman. An unsafe practice

on a constructipn site might result in injury not only to the
employees of the contractor guilty of the practice but also to

the employees of cther contractors engaged in the same practice.

Faulty brakes on a truck might cause property dawmages and injury

to others but also to the driver of the truck. Thus the overall
safety program can be coovdinated and the best service provided
for the least cost. TFurther, it is possible to key the service

schedule to the entire line and not te the coupensation alone.

This permits the smaller risk more frequent surveys.

5. The insurance industry together with employers have led an

action program during the past few years to improve workers'
compensation benefits througheut the country. Theilr interest
in providing the best competitive service works in the best

interest of the injured worker and is a matter of public record.

6. Private insurance gives employers better protection. No
state fund can match the workers' compensation and employers'
liability coverages available to employers of private carriers.
Many state funds actually provide no employers lisbility coverage
at all, and employers using a state workers' compensation fund
must still go to private carrier and purchase this coverage
separately. Without this coverage, an .employer is withgut
protection if an injured employee makes a compensation claim

and also seeks recovery from s third party employee.

Monopolistic state funds generally provide only workers' compensation
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insurance under their state workers' compensation acts. If

the employer is also subject to federal jurisdiction such as
under the Léngshoremen‘s Act, he must then purchase insurance
from a privatelcarrier and may be making duplicate premium pay-
ments. When a black lung liability reverted to the employers
and their carriers, private industry came to the aid of Wyoming

to provide private coverage for the federal exposure.

A standard workers' compensation and employers' liability policy
provides insurance in the states listed in the declaration of
the policy. It may be extended by endorsement to include long-
shoremen and admiraly coverages. There may also be attached an
"all-states endorsement' which protects the employer should he
be held liable for compepsation under the law of some states not
listed. However, such an endorsement cannot provide insurance
coverage in a monopolistic fund state where the employer can be
"protected only by subscribing to the individual funds. Therefore,
a multi-state employer cannot coordinate his insurance coverages
under one policy and with one carrier the most economically

feasible method available.

Other considerations: There appears to be a tendency among funds to intro-

duce political expediency as a factor in premium determination. The onus of
rate increases for funds is transferred from the private sector to the political
arena and introduces a political reluctance to charge the proper rate even
though economic considerations call for the increase. The immediate past

director of the Washington State Fund claims that therc exists presently
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$180 million to $200 million in unfunded liability in that fund. He claims
that this was brought about by a reluctance on the part of the fund adminis-—
trators to raise the rates during the paét vears because it was not politically

expedient to do so.

Attached ave. copies of some recent newspaper articles regarding Ohio State

Fund which indicate that there is an actuarial deficit which, acccrding ro

the article, means "that if the system were 'frozen' today the reserves

would be 1.3 billion short of paying all future finencial obligations of

the program." Another attached article concerning the Pennsylvania Btate
CApTER

Fund indicates that the fund's liability were estimated by wore than §$12
¥ Al

millicn in 1975 with further deterioration continuing.

An unanticipated cost experienced by ewmpleoyers who insure in state funds

and cne not mentioned by the funds in thelr claims that they do the job
cheaper is that involving independent service agencies to assist the employer
in his dealings with the funds. Many Ohio employers have found it absolutely
necessary to hire an outside service organization to handle their dealings
with the fund and in the state of West Virginia a thriving business has been
established by service companies performing a necessary function for the
employer. We believe their services can best be explained by including three
pages from the brochure of the Ferguson Actuarial Service of Charleston,

West Virginia which is one of the leading service cempanies in that state.

SEE pERT Thecs FreES

A person making a purchase should have the opportunity to choose among
compeling products or services so that he may select the one that best fits
his need. If he finds his first choice unsatisfactory he should be in a

position to make a change.
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Today, when many of the people in this sfate came to work they drove ip

a personal automobile, a make and mode of their choices selected from hun-—
dreds of types available to them. It is a model, developed throughout the
years as a result of free and exacting competition. If they travel to another
city and stay overnipht, they have the free choice of staying in one of
several establishments who are openly vying for thelr busiﬂess. Obvicusly
hundreds of like examples could be added to show that we in this country
have accepted and enhraced the concept of free competition in most of our
activities. We compete in business, we compete athletically, we compete
intellecrually. Yeit, a person going into business in a state with a mono-
polistic fund must .:ome to the state itself to purchase insurance in other

to provide its workcors with the benefits prescribed by the state's workers'

compensation law.

They cannot go to tTwe ABC Insurance Company and ask them how they would

pfovide these benefits as compared to the XYZ Insurance Company. They can-

not compare the administration of the companies, the philosphy of each, the
safety expeitise, the desire to serve, the enthusiasm and pride of an accomplish-—

ment that should exist in those whom we are asking to perform a service.

Since the rmenopolistic state fund does not need to be concerned with competition

the incentive to provide good service or to operate efficiently is lacking.

Compeidi:ion betwuen companies is a cherished traditicn of our economic system.

In a competitive system, the agent or broker contacts an employer to try to

make a sale. He studies the employer's needs. He reviews the euﬁire insurance
program and éubmits a proposal recommending a carrier that best meets the
service and cost requirements of the prospect within an integrated programn

coverin ; the various lines of insurance. With a monopolistic state fund
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there are no agents or brokers. Gaps may exist and the insured may find
it necessary to pay a fee.to a service organization to insure that coverage

is coordinated.

To sum up: There are two basic reasons for opposition to the destructilon of
the right of insurance companies to provide workers' compensation benefits

and sexvices in Illinois:

- Any proposal that creates a government monopoly or artificially
supports a povernmental business threatens the public's right to

freedom to choice.

- Whenever free competition is eliminated the public's right to

pet its money's worth is forfeited.

Private industry is the life's blood of any state. Attracting new business and
maintaining already existing enterprices, therefore, is extremely important to
"the state of West Virginia. Is it not inconsistent for the state itself to
enter into competition with any segment of private business, whether it

be insurance, ranching or construction. A meonopolistic state fund, or a
competitive state fund with hidden subsidies, would deprive insurance companies

of their fundamental right under our free system to do business in workers’
e

compensation in : : on a truly competitive basis; but more importantly
such a system would destroy the public's basic right of free choice, the

controlling factor that insures a wide range of benefits and services now

available in this vital field.
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One final comment : There are two basic reasons why states.considerlgoing to
state fund for workers' compensation. Either they have‘a market problem or
they feel the price on the private market is too high. We are not aware of
any market restrictiocn for workers' compensation in the state of Kansas. I
believe any emﬁloyer, unlr&s he is engaged in an cxtra-hazardous occupation

3
i

or has some other preoblems such as cradif, poor nanagewent or extremely poor

loss experience can procure workers' compensation insurance from the veluntary

market. The assigned risk pool exists for the others,

If the problem is one of high cost we sympathize because we are all suffering
from thelsame inflationary factors that are affecting all goods and services
in this country today. However, we believe this polnt should be considered.
There is approximately $60 million of worlmen's compensation premium written
in the state of Ransas. TFunds claim that theycan save employers' money by
eliminating the payment of commissions necessary in the private market for the
acquisition of policies. If we consider conservatively that an insurance
agent' may earn ten percent of this premium in providing his gservices to an
employer and there are approxiﬁately 1000 agents as stated previously we are
dealing with approximately six million dollars. However, this amount of money
would be eliminated, not from the insurance industry but from other business-
men (insurance agents) in your state. Insurance agents are a highly mobile,
influential group and it would appear that the establishment of a fund would
immediately serve to antagonize a greatly respected group of businessuwen who

have considerable local influence.

JID:dd/s]
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11, Actuarial Representation.

The Workmen's Compensation Fund must of necessity employ an actuary Lo
make the intricate computations in connection with reserves, rates, mortality,
re-marriage, etc, ‘The factor human judgment plays is of utmost consaguence in
some of these maftters. The Fund is honestly and im\parti&liy.managed, and will
not discriminate for or against any employer, Still, one who is familiar with
actuarial techniques and procedures may give a slightly different turn to data and
arrive at an entirely different result.

Until we established this business, West Virginia employers had no readily
available service of this nature. Consequently, problems involving actuarial
procedures were usually left to take care of themselves or were not taken care
of at all, It is ocur purpose and aim to see that you get the best deal to which
you are entitled in every situation. Otherwise, you will get an average deal.
This does not imply the slightest allegation of any disposithan'on.the part of the
Commissioner or his staff to give you less than you are entitled to in any respect.
However, we know how to recognize a situation when we see it, and how and when
to‘present it. This applies to accounting problems, base rates, loading, mini-
mum and maximum percentages, payroll requirements for credibility, classifi-
cations, applications for credit for former disabilities, valuations of pre-existing
physical impairments, pneumoconiosis charge allocations, and any number of

n

- other situations, The important thing is that if and when matters affecting your

interest arise, we are on the job for you.

Your business may be in the right classification today, but tomorrow the
composition of the class may be changed. The change might be favorable or un-
favorable to you, Only an actuarial analysis could tell, When you subscribe to

our service you may be sure that your interests will not be overlooked.

-12.-



We aisc watch the accounting for the classification you are in, as the ex-
perience of the classification determines the base rate. When a classification
in which we a If, interested is making a good record, we apply for base rate re-
ductions; when a ci asaification is losing money for the Fund we analyze the ex-
perizince o determine the cause, in the hope that the situation may be remedied
without increasing the base rate, It is, of cours 3@, hecessary sometimes Lo in-
crease base rates, and we do net object to any increase which we feel is justi-
fiable. However, we give you an analysis of the situation so that you understand
just what is being done and why.

The accounting cone by the Fund in connection with your risk is carefully
verified. All claim charges are checked and cntered on the records which we
keep of each claim, An accumulztive computation of your earned rate is main-
tained throughout the year and serves as a valuable puide in determining procedu~
with respect to pending claims, We send you a guarterly report showing your
experience for the current fiscal year.

When you are approaching the end of a fiscal year with a considerable

nargin below the minimum rate, we use up this margin by gelting outstanding
medical bills paid, lost time payments brought up to date as far as possible, and
claims rated for permanent partial disability if indicated. Thus you start the
next fiscal year with as clean @ slate as nosaible, On the other hand, if you have

F 3

had a bad year, we may get some payments and awards carried over, By these,

and other legitimate procedures, we have gaved many thousands of dollars for

our clients,

|
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I Claims Representation,

Our claim service is designed to expedite payment of legitimats claims
and to prevent payment for conditions which are not industrial. We find em-~
ployers as a rule very liberal with their employees in the matter of compensa -
tion.. Sometimes the industrial relations or public relations factor is more
important than the amount invoived in a particular claim, In our involvement i

your compensation work we do nol come between you and your employee except

in cases in which just this relationship is desired by vou., You can "pass the

buck™ to us in ticklish situations,

.
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blueprint on the states by enacting
the proposed Federal legislation,” Mr,
Maisonpierre said.

Workers' compensation, the na-
tion's oldesi social insurance systemn,
was established by stule law to pro-
matle occupational safety and to pro-
vide a comprehensive package of
wage, medical and rehabilitation ben-
efils for workers injured en the job.
It is paid for by the cmployer at no
cost to the worker,

Pa. Senator Calls For
Audit Of State's WC Funa
By Natlonal Underwriter Correspondent
HATRRISBURG, Pa—A Pennsyl-
» vania legislalor has renewed his ef-
" foris for action on a proposal to probe
the state workmen's insurance fund
after audit reports indicafed that the
agency is heading for fiscal irouble.
State Sen. Wilmet E. Fleming (R.-
Wontgomery), said “a series of audits
and a number of news reports have
charged sericus irregularities in the
operation of the fund. Even [the
fund’s] dircetors sgree on the need
for a legislative investigation of the
. state's workimen's cormnpensation sys-
I tem.”

Sen, Fleming said he and 19 other
senators co-sponsored a resolution last
year calling for a special joint com-
mittee to look inlo the management
of the fund, which writes warkmen's
compensation for some 15000 busi-
nesses and povernmental bodies in
Pennsylvania. Employers have the op-
tion of participating in the fund,
carrying privale insurance, or self-
insuring.

“The latest audit shows that the
fund’s surplus declined by §5 millien
during 1974." Sen. Fleming said, “and
the insurance deparitment reported
Jate last year that [the fund's] liabili-
ties were already underestimated by
more than $12 million.” This left the
fund with a deficit of $4.6 million at
the end of 1974, Sen. Fieming said,
adding ihat “the condition may have
deleriorated further during 1975,

“T’s high tima the legislature in-
vestigated [the fund] and the whole
workmmen's compensation  system,”
Sen. Fleming said. “We owe a duly
to worling men and woemen in Penn-
sylvania io sce thatl their disability
beneciils are protected.”
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In Ohio
Vorke

Delicit Hits

Journal of Commerce Special

SGLUMBUS, Ohie  —
While the Ohie Controlling
Board (which approved
state expenditures) has for-

5.
&

mally okayed a truce be-
tween the Hepublican-cen-

trolted Chio Industrial Com-
mission and the Denwerate
ic controlled State Auditor's
- office in connection with a
fraud audit of the scandal-

plagued  Qhio  warkmen's
compensation insurance
program, by providing the.

maney for the inguiry, the
System zot another pot un-
expected jolt from a differ-
enl quarter.

Rabert C. Daugherty, new
administrator of the Qhia
Bureau of Workmen's Come-
pensation, told a legislative
coinmittee that the fund has
an actuarial deficit of $1.3
billion, according o a new
audit report running
through 1873, Previous esti-
mates placed the figure as
high as 1% billion. The new
figure was revealed during
qutstioning about the fina.
cial soundness of the fund,
known as the State Insur-
ance Fund. The actuarial
deficit means that if the
syStem  were “frozen" to-
day. the reserves would be
$1.3 hillion short of paying
all future financial obliga-
tions of thepragram.

The State Insurance
Fund, which has assels of
$1.5 billion, is dangerpusly
below the standard of finan-
cial soundness required by
state law, though there ig
Said to be enough mouey in
the fund now for 18 riore
years of claim pavments,
The audit report, prepared
by a California firm, noted
that if the fund collected an
additional 75 million  a
year in premiums, starting
at once, it would take 9
years to eliminate the $1.3
billion deficiency. The re-
port noted that the great
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dis-

ability awards issuec by the
Ghio Industrial Com

has tripled since 1569, sub-

stdntially draining the fund.
Blame Placsd

State officizls up to and

including Gov. James A,

Rhodes have blamed most

of this on former Ohio in-

g
Hion

mission .

dustrial Commission Chair- }

man Gregory J. Slebbins,
now fighting his ouster of
last Ociober in the courts,
The audit  suggests  that
state officials, through po-
lieing ¢ off
questiona 15, could
cut down substantially on
parouts from the fund,

Senator  Cliver Onaselk,
majority leader of Ohle's
Upper house, thoudh not on
the labor commitice mest-
ing with pMr. Daugherty, at-
tended and asked the {aller
his views of possibly aligw-
ing private insurance com-
panics  to  provide work-
men's compensation  cgy-
erage in Ohio. This would
require a change in Ohig
law. vr. Daugherte said he
would neither favor ar op-
pose such a change, but the
comimitter made clear the
Senate favors the current
monepolistic slate-run sys-
ter.

Oun the investigating front,
the State Controlling Board
approved a $50,000 request
to hire Xrnst & Ernst. ac-
counting firm. and 3 320,000
request for the State Audi-
tor's staff, te work together
in the fraud probe. The two
agencies  previously esch
wanted to be in chargs of
conducting the fraud audit,
but a compromise was
reached. .

Under

the compromise,
evidence (urned up by
Brnst & Erast o owill be
turned over to Alex Johne
ston, chairman of the Qhio
Industrial Commission,
State Auditor Thaas Per.
Buson, State Atlorney Gen-
eral William J. Brown, and
the Ohia Highway Pairal.
All four agencies are now
engaged in what was eallod
a “upilied” effort to ferret
out carruption within the
competaation system,

The information turned
up by Ernst & Ernst js ex.
pected (o provide leads,
raiher than the iype of con.
ciusive evidence that can be
used in seeking eriminal in.
dictments. A special squad
of assistant atiorneys {rom
Mr. Brown's office and
siale highway patrol deiee-
tives will follow ‘up’ such

<ledds “T'he auditors will par-

ticulaviy be on watch for
abnermally  high com-
pensalion bensfiis paid for
Tower back injuries and ex-
pensive charges submiited
by physicians _and drig
companies  wiich  serve
compensation ¢laiinants, as
well as for phony com-
panies which could have
been set up 1o submit fake
cladms. -

Last April, Mir. Johnston
starfed a probe of claims
abuscs in Cuyahoga County

(Cleveland) after a former-

employe of the com-
Pensation bureaw tipped off
investigators about phony
cempanies. This led to 103
indictments by a
County grand jury.

The probe has resulled in

hearings in several
Ohio cities and more
scheduted.

Xy
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Cuyahoga
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Journal of Commerce Special who were not working- for -

COLUMBUS, Ohio — Ohi
State Auditor Thomas Fer-
gusen and Williamm John.
ston, chairman of the Ohio
Industrial Commission, who
earlier were alb opposite
sides on wha should make
an audit of the troubled
Ohio workmen's com-
pensation  insuranceé sys-
tem, have agreed, after
several meetings, that
Ernst. & Ernst, a private
firm, would be- jointly res
tained. Although cost ‘was
oviginally expected to
$150,000, it i3 now reve
that nobedy knows yet how
rmuch it will esst or how
long it will fake. It is ex-
pected to span several
months, however, .|
" The two agreed on the

joint contract because the .

state auditor will have com-
plete audiling responsi-
bilities for the sysien: effec-
tive Jan. 17, when a refornm
bill affecting the workmen's
compensation  system  bhe-
comes effective. - Certain
parts of the audit that Ernst
‘& Ernst had proposed have
been dropped as not neces-
sary for a {raud in-
vestigation. Such items as
awyer identification and a-
gdetermination of ‘compuier
deceit” were not deemed
necessary in the fraud au-
dit, but involved improve-

ment of “‘routine bookkeep- .

ing” practices in the QOhio
\ Industrial Commission and
its close-working partner,
the BRureau of Workmen's
Compensation. _
“Meanwhile, the prohe al-
ready -involves 14
vestizators of the Ohio
Highway Patrol and a
thres~member unif -within
the attorney gencral’s of-
fice. These invastigalors
are szeking. voluntary con-

1

in- |

be |

-been prosecuted despite al-

fidential information about Y

the workmen’s com-
pensation sysiem, and have
_held hezrings in Youngs-
town, Alkren; Toledo, and
Columbus. Other cities will
+ alse be scheduled tor such
hearings. In Youngstown,
five leads to possible abuses
were Teceived, while the
hearings in the other cities
were reported fruitless.

On another front, Rex E.
Haecker, administrative as-
sistant faor fiscal affairs for
Gov. James A. Ithodes® of-
fice, in a recently released

]
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60-page report, said the Di-- .

vision of Safety and My-
giene of the Ohio Industrial
Comimission hecame a lush
till for questionable spend-
ing, where OIC employes

. dead. State benefits .cease

. volved in two controversial |
i legal matters which figured |

—

the division got funds for
junkets, food and liquor,
conventions 'of  various
kinds, and many other ille-
gal and unautherized ex-
penses. The Chioc Con-
stitntion and state law pro-
hibit using Division of Safe- -
ty and Ilygiene funds ex-
cept for the investigalion .
and preventicn of industrial |
accidents and diseases. !

state-run worlkmen’s com- !
pensaiion sysieny is mnan-
dated by state law, Robert
€. Daugherty, adminis-
irator of the Ohio Bureau of
Workmen's Compensation,
said he would support a
move to allow private insur-
ance companies to offer
workmen's  compensation
coverage in Qhio in com-
petition with the bureau. He
emphasized that he would
want striet standards for
any private insurance com-
pany if the state law was

IS

i

i

' be ferzed on a-%992

. .7 memher an g
Though the monopolistic | man, Mr, Sghfg;

changed. He said such com- &

panies should not be
allowed to “skim off the
cream’ and take just the
good claims. He said he
strongly doubted any pri-
v ate insurance company
would be anxiocus to have
ihis husiness in Ohio, be--
cause the profit margin is
questionable, -and public
potoriety about Qhio’s com-
pensation abuses and the
frauds uncovered would dis-
courage private carriers.
Several lawyers. said to
he involved in questionable
activities involving claim-
ants in the worlonen’'s com-
pensation bureau have’ not

legedly illegal payments
they oblained. In one case,
Prosecutor Georgs-C. Smith-

of Franklin County (Colum-
bus) decided not {o prose-
‘cute an atterney hecause
the lawyer (George H. Fell,
Toledo) returned a $2,500 le-
gal fee after it was made
known the claihmant was

at that time, making any.
payment after that illegal.

A Columbus lawyer (Leon
Mendel}) who was

o

irpa
i b i

prominently in the ouster of -
Gregory J. Stebbins as a
member of the Ohio Indus-
trial Commission 18 among
those who so far has es-
-caped any disciplinary ac-
tion, He was involved in
handling a controversial
$20,000 claim payment in
which the claimant used
$18,000 to buy Stebhins’ for-
mer home. The lawyer also
returned $4,160 to the stale
he was paid in lecal fees af-

ter the claimant had died.

_.;P_;.l
l’.}'

A LCleveland attorn
(Maurice H. Shapiro), \5&&
involved in a case of z citw

i ef Cleveland . warker. Ti’;é-
i worker’s name was szid fo

‘after he died. The .
was  returoed © afto.
closures in the (i
}").adm Dealer, state
aid.

The ousted cor -ission
chair-

ing the action in the U, §
l)ls‘trict Court at Col r.nbus:
,Juuge_ Joseph P. Kinneary
has withdrawn from consid-
ering the suit, hecause of
vossible conflict of interest
in the case. He has close
ties to Pau! Ward, a Colum.
bus lawyer whose firm is
representing Mr, Stebbins,
The legal issues in Mr
Stebbins® QOct. 20 removal
are complex and shadowed
by political cavertones, oh-

¥
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New Law Hiehhiohted
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Workers
Coniinues

Journal of Commerece Speciat |

COLUMBUS, Ohio
When the new law te re-

form the scandal-plagued
Ohio workmen's com-

pensation insurance system
becomes effective next
January, filing for com-
pensation will be easier [or
90 per cent of the claimants
with routine requests, but
the other 10 per cent will
hove a much tougher time,
according to Robert C.
Daugherty, aduo 0
of the Bureau of Wor !
Cormpensation. ‘

He said the new law -
prompted by alleged misuse
of money in the Siate Insur-
ance Fund adimninistered hy
the Bureau and the Ohio In-
dustrial  Commission
places greater 1 control
on the system and sim-

r
HITIEN' S

plifies sornewhat the claim

“process. The 10 per cent
whase claims are turned

down or who question the
size of grant or amouni of
disahility will have 2 hard-
er time than belore, bhe-
cause ‘“we are going to look

much cleser and be much
tougher on appeals,” said

Mr. Daugherty.

The new law affects abont
half of the Ohic work force,
with the other half working

“for employers who are self-

insured. There are no insur-
ance company carriers for
workmen’s compensation in
Ohio, with emnployers either
having to join the State In-

surance Fund or beeome
self-insured.
The new law requires

*more frequent auvdits of the

tate Insurance I“und,  es-

" tablishes an internal sacur-

ity committee to find abuse,
and - require conlinuing
oversight by the House
Commerce and Labor Com-
mittee. '

Under the new law, the
administrator of the Bureau
of Woerkmen's Com-
pensation, was removed
from the governcr's cabinet
and clear deliniations of re-
sponsibility were estab-
lished between the hureau
and the three-member Ohic
Industrial Commission,
which has
in ¢laims.

Meamwhile, investigaters
probing  alleged  wrong-
doing in the system heard
4 witnesses al a con-
fidenlial hearing in Colum-
bus last week with
testimony deemed signifi-
cant enocugh to be turned
over to Ohio Highway Pa-

trol detectives working with |

Industrial Commission
probe. This was the

the
in

final authority -

some

fourth eclosed-door hearing @

conducted by the
vestipation tearm. Previous
sessinns have heen Aeld in

in- |

e e p——
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mn. Probe
in Ohio

Youngstown, Akron, and
Toledo, and other sessions

i

-

- will be held in Cincinnati,

Canton, and Daylon.
-Wiliiam  Johoston, chair-
man of the QIC, said the
most significant testimony
on cortuption  within the
system cicerned - physi-
cians who allegedly over-
charged the state insurance
syslem.

Similar prebe into corrup-
tion in Cleveland has led to
103 indictments being hand-
ed down in Cuyahoga Coun-
ty there. ‘

Meanwhile in Celumbus,
product liability insurance
legistation wili be in-
troduced in the Ohic House
of DRepresentatives at the
coming . session

Ve
in an effort
to slow down tiereased pre-
miums, said Jep. Charles
Kurfess, Perryshurg, House
rainerity leader, e said the
bill has noi heer drafted,
but might include provi-
sions to:

Tighten up condilions un-
der which manufacturers
and other businessmen can

r

be sued: nlace stricter stat- J

utes of limitations on prod-
ieks; Limit the number of
businessmen who can be
sued; prohibit an injured

worker from collecting
workmen's  compensation
benefits and alse suing the
raanufacturer of a machine
ihat causes his injury; limit
fces that are cliarged by ai-
torneys invelved in liability
sults; and tighten up liahil-
ity rate setting rerulations,
Mr. Xurfess said that eur-
rently, statutes of limita-
tions on products date from
the day a2 consumer is in-
Jured, but shouid go intg ef-
fect when the product is
. blaced on the market, so
that a manufacturer sheuld
not be held as liable for o
il-year-old product which is
defective as a new product.
Mr. Kurfess also said that
at present, consumers
apparently are able to sue
the manufacturer, dis-
tributor,  and- .salesman
when a  product injures
solmeone,” and In many
cases consumers.don’t have
le prove a product is defec-
five or a marulzeturer is
negligent in producing the
product, but anly to prove
he was injured by jt.

el
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STATEMENT OF
AMERTCAN INSURANCE ASSOCIATION
BEFORE THE
SPECIAL COMMITTEE ON LABOR AND INDUSTRY

SEPTEMBER 15, 1977

My name is Robert W, Flockhart. I am Councel with the American Tnsurance
Association, an organization comprised of 147 property and casualty insurance
compauics., Our member companies provide a significant percentage of workers'
compersation insurance written in Kansas and throuzhout the country. Accordingly,
we greatly appreciate this cpportunity to present our views to this Committee,

“loday in Kansas, an employer subject to the worlmen's compensation act can
secure his liability under that act in one of two ways: he can insure his liability
with a private insurance company authorized to write workmen's compensation insurance
in Kansas; he can self~insure after establishing to state officials that he has
adequate financial resources to meet his potential liabilities under the act. It
has been suggested to this Committee that another method be introduced in Kansas,
i.e., the establ;smnent of a state fund. Ve belieﬁe that such action will prove
costly to the tazpayers of Kansas and could prove detrimental to the operation of
the workmen's compensation system in Ransas,

To establish a state fund in Kansas, the legislature would have to provide
money for two basic funds, a capital fund and an operating expense fund. With
regard to a capital fund, I mean money, refcrred to in private insurance companies
as surplus, which is needed to pay losses that are unexpected and exceed the amount

of meney obtained by premium. As a general rule, for a private insurance company,

k. ZZ



for every 52 of premium there should be anywhere between $1 to .50 of surpius.

The annual premiuvm collected in Kansas for calendar year 1976 was $74,905.244.

. 1
i B

Assuming a moncpolistic fund was established, the capital fund was set up on a
conservative basis and surplus was toe be 1/4 of the premium expected to be
collected, the capital fund needed te put the state fund inte operation would be

nearly 20 million dollars. If the state fund was to be competitive, and

o

S orgnd o
1S EUMLNng

igting mavket, the approximate

-

it aYsorbed 1/4 of the e

of the market of
such competitive funds as exists in Californls and Wew York, the conservative
estimate of $4 of premium to §1 of surplus, would require a capital fund of

nearly 5 million dollars.

T

Then there would be the opevating expenses needed to establish a fund.

Necedless to say, these would vary sharely on the size of the fund and the extent

of the services that the fund intended to provide. Still, in addition to e:tablis%;
ing & capital fund, wmoney would have to be made avallable to set up the operation of

such & fund. Needless to say, these operating costs, where you are starting from

scratch and developing a growing opevation, would be larger than those incurred by

4]
m

establislied companies or sta funds. To get sceme idea of the cost, we could look

to the statement of adminis tive nyanses, provided to this Committee by Myr. Adeams,

of the Colorado State Fund. You will note he indicated these expenses are running,
1975, in excess of $3,000,000. This would certainly be & very modest figure to

start up a new fund., Tt should also be peoted that the Celorado State Fund indicates

it sufferved a 16.9% loss after the outlay of these administrative expenses. Certainly,

a newly cstablished fund could noet worl at an operating loss, since it would have

no addiitional surplus to cover these expenses



Then there are hidden costs in the operation of state funds, such as, the
usz of public buildings and equipment, frequently the state's Attorney General's
office takes on the legdl functions of the fund and frequently state funds do
not pay tazes.

Whethexr such a fund would ultimately rcpay the original outlays is highly
questionable. A recent actuarial study by Booz, Allen Consulting Actuaries found
the Ohio state fund had a $1.3 billion deficit in its reserves. The Pennsylvania
state fund is in serious financial condition, and the Insurance Commissioner is
deeply concerned over its solvency. California Insurance Commissioner Payne
announced in 1975 that the Califoruia state fund was underreserved by %42 million.
And today state funds are cxperiencing the same adverse underwriting experience
as private carriers. Ten of 14 funds reporting to the American Association of
State Compensation Insurance Funds indicated they suffered undefwritiug losses
in 1975: in five of these cases the losses exceeded combined premium and investment
income.

Finally, it must be noted that at the time the State would need to raise these
funds it would be leossing current income in the form.of premium tax, which is 2%
of workmen's compensation premiums, and the loss of additional revenues received
from cmplovees and agents of our companies living and working in Kansas whose jobs
would no longer exist, or would be markedly. restricted.

At the outset, I noted that despite the cost to the taxpayers to establish
a state fund, the establishwent of a fund could prove detrimental to the operation
of the workmen's compensation system. In this regard, we mean that the worlanen's
compensation system does not merely involve taking in premiwm and paying out benefits.

There are several other, important aspects which must be considered if a state



desires a good and effective worlmen's compensation system. Those elements inclw
1. Claims handling and fair and prompt payment of claims;
2. Safety and accident prevention programs;

3. Rehabilitation programs,
o

Ly BL

Attached is the latest pamphlet on carrier performance in the State of New
York issucd by the State Workmen's Compensation Board. It provides figures cn
promptness of payment for the peried July-December, 1876. Please note thét E s o
payment is made within 18 days of disabiiity, as required by law, in 83.8% of the

s =

cases, Furthermore, the pemphlet contains figures concerning the controverting of
compensation cases and indicates that private carriers controverted, on the average,
only 4.9% of all the cases in the state.

By comparison, we should look at the monopolistic state fund in Ohio, the
largest of the six monopolistic state funds. In a survey in 1967 to determine time
trend for payment of uncontested claims, it was disclosed that there was an average
lapse of.65 days, covering 42 days from the date of injury and the filing of the
claim plus 23 days more between filing and first payment. The fund's management
subsequently admitted a time lag of 55.4 days after injury but now contends that
payments ave made promptly after the claim has been received. This overlooks the
fact, however, that Ohio uses forms for filing a claim which must be filled in by
the claimant and the employer and the attending physician or physicians. Obviously
long delays must occur in the execution of all this paper work by laymen. Of course,
the best commentary of the Ohio state fund's claims handling ability is by an
Ohio claimant. Attached is a letter to the editor of the Sidney Daily News from

one such claimant that speaks for itself. The Ohio state fund's claims handling



ethods must be compared with private carriers' claims handling by personnel who
investigate the cla;m personally and frequently issue first payments even befofe
required by law.

Anothef state to coﬁsidar is West Virginia. Attached is a copy of Senate
Concurrent Resolution No. 25 passed in 1974. You will note from this Resolution
that in the prior yesar, in response to 'mumerous complaints' of delays in the payment
of workmen's compensation benefits, the West Virginia legislafure increased its state
fund's budget by $352,000 in an effort te break the backlog of cases. .Instead of
correcting the situation, the complaints persisted and the legislature had to ordc:
a comprehonsive study of managerial practices in the fund.

Also to be considered is that private carrier claims personnel can determine
the legitimacy of a claim., Under the workmen's compensation law, to be compensable,
the injury must have arisen out of and in the course of employment. Allegations are
frequently made that our claims investigations are for the purﬁoses of denying
legitimate claims. This isn't true! On the contrary, such investigation not only
leads to promptness of claim payment wherc the claim is legitimate but eliminates
fraudulent claims. Investigations are under way in Ohio where it is alleged that
the Ohio state fund paid fraudulent claims estimated up to $5,000,000. These are
costs which the emp}oyers of Ohio must absorb although the claims were not legitimately
paid for work-related injuries or diseases and which would not have been paid if
adequate claims personnel had investigated the claim as private carriers do.
1I. Safety:

It is hard to imagine that any employece would rather receive compensation benefits.
at whatever level, rather than avoid injury. It is furthermore a good business practicu
for an employer to maintain a safe place of employmeﬁt and avoiﬁ accidents., By use of

experience rating plans, employers who avail themselves of the safety recommendations



of their carrier have their premium reduced by credits developed threough the

experience rating plan. It is regrettable, but must be noted that the state with

the highest work-related death vrate in 1975 was Wyoming, a monopelistic state fund
state, with a death rate of 13.6, compared with a nationwide rate of 5.9 (Accident
Facts - 197G Edition}. We strongly
state funds do not have the driving financial incentive to police industrial safety
and lack the manpower and expertiss of safety technicians such as those employed by
private carriers.

4 national study by the United States Department of Lsbor in 1969 reported that
state funds had a staffl of 74 inspechors, industrial hygienists and educational
representatives., By contrast, large private insurers employ more safety personnel
then that in some industrial centers alone. That same study found that West Virginia
and Wyoming have no safety division and thet Nerth Dakota had only seven safety
inspectors whose chief function was to assure compliance with the state's safety
code, TLooking again to Ohio, in 1972 the then Governor Gilligan testified before
the National Commission on State Workmen's Compensation Laws as follows:

"Mr. Chairman, the final espect of Ohio's progrem that has
serlous defecis is industrial s fk-j,ﬁ.In fact, after
considerable study, I finally decided that Ohlo simply
did not have an adequate sisate safety program.

"I therefore decided that it was in the best interest of
the working people of Ohio for federal inspectors to enforce
cafety standards in Ohio under the terms of the 1970

Cccupational llealth and Safety Act,



"In August, I officially requested the Department of Labor
to send federal inspectors into Ohic. Since then I think the
responase of tlie federal govermment has borne out both the

accuracy of workers' complaints and the wisdom of the

l!

decision to vequest federal assistan
By comparison, the private insurance industry employs safety engineers and

'”1

ffs involving something in excess of 9,500 professional men and women.
They maintain continuous research programs on an individual basis and through
industry trade associations. The insurance ezecutives and technical experts are
prominently involved in most of the naticnal standard-setting and code-making bodies
which develop safety specifications for plants, equipment, processes and products in
a multitude of industrial fields. The federal gmovermment itself recognized the
safety centributicons of the insurance industry in a bulietin published by the
~Department of Labor, Bureau of Labor Standaxds:
"Workmen's compensation provided the first real stimulus to
industrial accident prevention and is primarily responsible
for the safety movement as we know it teday...
"The fact that accidents are costly has been and still is the
chief driving force behind the industrial safety work done in
the field of industrial safety by insurance companies and employers,

both individually and through service organizations,"

TITI. Rehabilitation:

To an injured worker and his family, the medical care provided is as important
as the financial compensation he receives, Service and quality are of paramount
importarce in rehabilitation, and again, as a matter of good business sense,
insurance companies have long been in agreement that liberality is the best policy

in this sensitive activity.




Getting the patienit to the right doctor quickly is extremely important. A
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r surgeon who is prezminent in his field may charge a fee
commensurate with his services, but his patient's chances of complete recovery are

ctherwise be the case. Further, the worker's return to gainful

Q
«
0
ks
[
‘;,
-1
[#]
m
T
o,
B
4]
oy
2
et
e
[
n
=y
Lo
%]
[14]
(@]
T

ticable time consistent with adequate recovery is

highly beneficial to the injured person and his employer, and to the insurance

inaurers in the field of rehabilitation

The unparalleled 1

is commonly acknowiedged. The greatest advancements have been achieved since World

War 1T, but some leading insurance companies had establiched their own rehabilitation
facilities much earlier. Countless examples of exceptional medical treatment and
rehabilitative triumphs are available in states where private carriers are permitted
to insure workmen's compensation,

As to the monopoely fund states, the previously cited 1969 Department of Labor
survey found that the state of Washington alone operated a special rehabilitation
center. The North Dakota £ﬁnd employed a rehabilitation supervisor who fefcrred
many workers to other agencies for treatment, retraining and related services.

And, again, Governor Gilligan of Ohic, testifying in January of 1972 before the
National Commission, said of his state's fund: "One example of low quality service
is the Burcau's reccrd on rehabilitation." |

The consequences of this failure in performance provided to employers and
employees in the moncopoly states is ummistakably clear. The progressive employer
genuinely concerned with improving rehabilitation is obliged to initiate such
services on his own -- and to pay for them in addition to his workmen's compensation

premiums to the state fund,



CONCLUSION:
As much as possible this statement has been based on findings and obsexrvations
of impartial observers, .statements from public documents and admissions of state

s
fund administrators.

In conclusion, however, we wish to state unequiveocally that we are firmly of
the belief that the creation of a state workmen's compensation fund would be
against the best interests of the people of Kansas; that such a propesal is
essentially unsound and contrary to the basic cconomic principles of free enter-
prise system the reliance on which has made our country great; and that experience
has shown insurance company protection has proven superior to that of state funds
in actual practice. We endorse the fundamental conviction that govermment should
not go intc the insurance business any move than it should go into the Ilumber business,
the construction business or the grocery business. This is particularly trﬁe since
private enfterprise has done, can do and will continue to do a better job.

I thank you for this opportunity to allow me to present to you the views of
the American Tnsurence Association. The Association stands ready to provide what-
ever additional assistance you or your staflf may fecl desirable in your further
deliberations.

Respectfully submitted,

Robert W. Tleckhart, Counsel
AMERTCAN INSURANCE ASSOCIATION

Atts.
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West Virginia
Regular Session .
1974 Rew Laws Page 801
i WEST VIRGINIA )
Pegular Session
f Senate Concurrent Resolution Ne. 25

A CONCURRENT RESOLUTION d livecting the Joint Cc ttec on Goverament and Finance te conduct a com-
prehensive study of the manaperial pnl: ics, practices and procedurcs utilized to Implement and
administer the legislatdve directives relating to the Workmen's Compensation Fund.

‘

ted a substantial backlop of cases in the Workmen's Compensation Fund during the

Vhereas, There exis
fiscal vear of 1972-1973; and

budg held during the 1973 regular session of the

Whertas, During

there were expressions by represcontatives of the Worlmen's Compensaticn Fund that sald back-
ioved and expediticus handling of ne HE ‘DulL occur provided the Legislature would
an in(fCJqUU expoenditure schedule for the 1973-74 fiscal year; and

Whereas, The Legislaturc to sald request from, the 's Compensatlon Fund by providing
an expenditure sche for t a ~atdion of Fund Ly gre e $2,202,050 budget for the fiscal
2 £ ;73 fiscal year, which was $117,135 over the

ane over the

[us
3
0
o

year 1973-74 which was & $§352,738
Governor's recommendation;

Whereas, The purpose of the Fund and 1ts proper and cfficlent administra tjow 1s of extrene
‘to the injured end disabled workers of the mines, is, mercantile establishments, factorles,

nt In this State; and

ond ell facats of emple

for anv rezson of the Worlmen's Compeasation Fund te function efficiently works
P b
hp end depravation-upon the beneficiarics covercd by saild Fund; and

Wherens, numercus cenplaints relating to the administration
been ms bers of the Lepislature, notwithstanding the incr
the Legl for the operation of said fund during the 1%73-74 fiscal year; and

nin
1i

PY uvided by

o
e
o

Whereas, The Lepfslature is desirous of provi the most efficient and expediticus prace
and payment of clalms out of the Workmen's ; und to assure that the injured, the disabled and
othier claimants of said Fund ave able to wmeet their necc and ohligations; therefore, be it

Resolved by the Leglslaturc of West Virginia:

That tha Joint Cocmilttee on Government and Finance conduct a comprehensive study of the
podicics, practices and procedures utilized to fmplement and administer the Legislative provisions

relating to the Workmen's Compensation Fund; and,ba it

arort to the FCHUldr J*nn of the Le ]q*d'UT 19
r g
with draits ol auy ”IOUOTLI lLfl?IbLJOd ng

Wl

itlee

Yurther Resolved, That the Com:
findinpgs, conclusions and rec

w1 v
to carry its recommendations Into effect; and, be it

74, on its
ce

amendations, togoether cssary

Further Resolved, That the expenses neeessary to cenduct such study, to prepare a repert, and to
draft proposed lepislation be paid from legislative appropr jatlions to the Joint Comnmittoe on

Governrent and Finance. .

Adopted, March 9, 1974



The Spirit of Independents

Testimony of Jack E. Landreth, cpcu, Legislative Chairman

We appreciate the bpportunity to appear before this committee in
opposition to the idea of a state owned insurance company for Worker's
Compensation insurance. We have four exhibits to present to the
committee that will make our point alohg with this testimony.

Exhibit 1 is a list of the insurance companies that wrote Worker's
Compensation insurance in Kansas during 1975. If we had a 1977 list
it would not be significantly different except the numbers would be
higher. From the 150 insurance companieé represented on this list
it's obvious there is no lack of competitiorn for Worker's Compensatiocn
insurance as long as the Insurance Department permits reascnable
rates to be charged. The far right hand ﬁolumn shows that the maxinum
market share by any one of these companies was 6%. No single company
or group of companies controls the market in the state of Kansas.

Right next to that.column is a listing of the various loss ratios

each individual company experienced during the year. These range
from a high of 230% to a low of 0%. It depends upon whether the
company had a particularly good year or instead picked up catastrophic
losses or a series of losses. Our state does not need a state owned
insurance company to go with this ample list of pfivate carriers that
are willing to compete for the business.

These compaﬁies have a wide variety of ways to compete for business.
Some offer lower initial rates, some have dividend programs based

upon trade Association groups or individual experience. Some have

0717 Topeka Avenue, Topeka, Kansas 66612 Tel 813 232-0567




.ghly developed engineering and loss service departments. Some
exist only to write insurance for a particular type of business such
as number 21, The Farmers Elevator Mutual Insurance Company.

Insureds have a wide variety of checice in placing their Worker's

Compensation insurance in Kansas.

o

Exhibat 2 ig @ venking of states based upon the average Worker's

onmpensation rate. This rate is determined by dividing the earned
premiumn dn”imeL for a Worker's Compensation insurance by the pavroll
used to develop that premium. The $1.25 average rate for Kansas stands

2
about midway in the states that are listed. There are 23 states with
higher average rates than Kansas. The main determinant of rates is
the degree of benefits provided but this exhibit shows that Kansas
businesemen are not at a disadvantage on the average with businessmen
of othér states. As benefit levels are increased by the legislature
and average payrclls increase premiums raise. Rapidly escula ating
hospital and medical costs alsc add to the Worker's Conmpensation rate
level. Premium increases tend to make every businessman feel his
insurance costs are "too high", On a comparative scale, however,
Kansas rates are bkelow average.

Exhibit 3 is a short statement of revenues the private insurance
industry pays to state government in Xansas. The total revenues shown
of $20,684,090 were for the calendar year of 1975. The latest figures
available from the Insurance Department for the year ending June 30th;
1977 show developed revenues to the state of Kansas of $£29,634,853.
The cost of running the Insurance Department was $1,765,295, so that
after other subtractions for special funds, roughly $24,000,000
was transferred to the state general fund. Worker's Compensation
premiums tend to be more heavily taxed than other lines since

it pays for the Worker's Compensation fund and the Worker's CompensatIl®s



artment of the state. Also companies writing this line participa
in a state assigned risk program where they agree to accept insureds
who are unable to obtain insurance in the general market. It adds up
to roughly 3% which could be subtracted from private Worker's Compensation
rates and premiums where it not for the tax to the general fund and
operating the other state programs. A state owned insurance company

sk

{_1.
0
0

using the state general fund either to guarantee its r =pital or

provide some of its administrative expenses would be a net user of

2 af

(@

tax payer funds rather than a contributor. In additicn, pag
the exhibit provides an example of what can happen where the fund runs
into the red from loss payments.

Mr. Chairman, te summarize our position. It would not be beneficial
to the people of Kansas to organize a state insurance company for
Worker's Compensation. The cost of Workexr's Compensation should be
reflected in the price of products produced in the state and not in
the taxes paid by its citizens. Most of these products leave the
state to be consumed by persons all over the United States and other
parts of the world. Employers can self insure if their financial
statement is strong enough or purchase insurance from a wide variety
of companies competing both on price and service. We want to reemphasize
oﬁr cpposition to the idea of a state insurance company. Thank you for

the opportunity to appear on this matter.
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6l MID-CONTINENT CASUALTY 213,221 194,967 107,408 178,424 50. % 91.5
2. UNIVERSAL UNDERWRITERS_[NSURANCE _COMPANY 2035825 201,070 5344 0% 714291 26,2 384
©3. AMERICAN MOTQRISTS INSURANCE COMPANY 202,993 232,151 134,275 1174924 Gfad 50.8
64s ALLSTATE EthMﬁh-t 201,675 325,479 202; 141 331,721 10045 1471
65, OR10_CASUALTY INSURANCE 91324, 1744293 611434 BS s 444 3548 4940
66e BITUMINOUS EIRE AMD MARINE INSURANCE COMPANY 06 176,725 G4e148 133,065 50.0 1543
67« TRINITY UNIVERSAL INSURARCE COMPANY 964 138,236 44,543 735442 23,1 53,1
40, DRAKE INSURANCE COMPANY OF_ NEW_YORK 5g 16221149 548,880 437:115___302.1 25040
69+ HANOVER IMSURANCE COMPANY 13 151,718 TZ:494 TLeT33 4040 4743
70. SECURITY NAT D“ﬁL (HSURLKCE 3 &8 177,550 TLe267 64106 39,9 36.1
Tla_ KANSAS FITE_{z & MARINE COBPANY L 40 165,675 84:238 129+379 4801 7844 3
72e CLHARRON [N SLPA.UL COMPARY {71¢%55 139,533 63,641 62 687 37 .0 44,9 2
v3, INTERNATIDHAL I[NSURANGE 145 40T 160,508 172,325 10,91% 1017 1142 3
T4, MICHIGAN MILLERS_RUTUAL 1HSURANCE GOHPEANY 1508, 058 129,867 75+176 33,376 4743 6648 F
750 STATE FARM FIRE & CASUALTY COMPARY 158,462 139,594 33,086 Th 4690 1.6 3.5 2
T6. GLENS FALLS IMSURANCE COFPANY 155,604 146,112 57,953 100,052 1508 68,5 .3
7. JOHN DEERE_INSURANCE 1464 26T 122.303 5 20,7 82,3 2
70. LUMDERNENS MUTUAL CASUALTY COH 140,172 147,834 70.2 £3.2 g
T9. UNION MUTUAL INSURANCE CDHPﬂ PROVIDENCE 135:604 119,072 9% . 0 4546 2
80, NORTHERN_|NSURANGE 3F_NEW_YCRK 130.728 1484553 £3;0 3043 3
8i. FEOERATED “URﬁL ELZCT RANCE CORPORAYION 175: 446 102,910 80514l 63.9 93 o4 2
B2. CONTINE HT WESTERN I IANCE COMPANY 120,209 894550 154905 33,240 13,2 37.1 o
B3, ARGOMAUT--INSURAN ' 118,818 102,280 109,351 351105 92,0 43 2
84, nt)IbHL-TcL FIRE 1! COVPANY 114,532 110,824 214037 3,887~ 18.6 .0 o g
£5. GEMERAL ACCIDENT Fif : ASSURANCE CORPaelLTDs 109 85 1065920 59,012 51,991 5347 4Bk &0
Baa "UL 1HSURANCE COHP: 168 1164 18% 52,135 101,750 45.1 Bl.6 o2
B7. GEMERAL INSURANCE € = ARERICA 102 101727 32,691 354580 32.0 35,0 7
a8, NOATH RIVER INSURAN 101 TT:694% 16:697 56:608 1645 T2.9 ol
§9._ SENTRY_INSURANCE A 101 95,300 35,827 L, 209 3544 = .2
90. AMERICAN GUAR ﬂhltE 177 1NSURANGE COMPANY 5 91,210 374360 556087 38,2 1D 57
91. AETNA FIR 09,512 4% g2 2L 61:672 P 62.0 .2
Y2, TRANSPORT 93,692 20935 22:010 32 ub 23,7 .2
93. EMCASCO 94,410 534591 41,950 505 G544 5l
ghe FIR HENS E CORPANT OF NEWARK  NEW JERSEY o 5Oy 689 19,862 29,291 229 J6e3 ol
1 r\s,m..r. d £ 3 33,877 16,707 6,209=- 19,9 <0 o )
GF READINGPhs g3 57:554 85,541 48,176  102.5 1.4 L
JURANCE Co. 62 82,368 184726 101,883 9447 123.7 ol
80 794435 101,535 9,479 125.9 11.9 1
80 ¢ 15654 45,216 1305599 562 183.2 oy
i 9:? 3 "N\L ﬁu,de CASUALTY THSURANCI £0:343 874564 40,483 B5y603 50.% 97.9 ol




1975 INSURANCE PR

UKS

AND LUOSSES

HORKMENS COMPENSATION

V24

DIRECT

DIRECT DIRECT DIRECT PRM WAT PRH FRN ERN PRH
PREMIUNMS PREMIUMS LOSSES LOSSFS TO T0 TC
e i S SR s WAITTTEN . _EARNED PALD INCURRECD LS. PAID LS INCR __STATEWIDE
101. AhERIChH NATEDNAL FIRE INSURANCE COBPANY 114692 9Ly3L3 56:816 66,308 T3.1 73.3 «d
102. HIGHLANDS INSURANCE T94TLT 759969 25831 30:824 34al 40.0 el
LUOZ . _TRANSAMERICA (ENSURANCE COMPANY 123447 Ty 475 224,640 12,605 3l..2 18.7 ol
104 INODUSTRIAL INDEMNITY COMPARY T2:044% 474,929 0,092 17+907= 55.6 0 ol
105, MFA HUTUAL INSURANCE COMPANY 65,775 60,387 10¢009 5Lyis3 15.2 G5.0 el
LOGa_ ALLIED INSURANCE. COMPANY. &5440T. The592 263060 41,600 40.8 5443 L
107, COUNTRYSIDE CASUALTY COMPARY 545343 62; 561 LG51265 2645111 22.0 41.7 ol
108, GRAIN DEALERS MUTUAL INSURAMCE 63,592 59+309 37:9328 28434 59.7 4T7.9 ol
109, _EHMPLOYERS_ NATIONAL. INSURANCE _COMPANY 25554% 69,401 324154 40,022 514 57 T H
110 NATIONAL SURETY CORPORATION 62391 62,146 “0,785 294,106 654 4648 ol
1lle TRANSIT CASUALTY 625107 40;234% 16194 $9,352 26al 122.7 e L
112, _WESY AMERICAN_IHNSURANCE. COMPANY 60; 949 584387 15,915 23,886 26al 4029 i
113. AMERICAN ECONCNMY [NSURANCE ’ 60,408 59 034 17,107 274630 283 6.8 -1
li%s CARRIERS INSURANCE COMPARNY 59,385 9,365 82,541 484675 £39.0 8z.0 el
115 _YRANSPORT. INDEMMITY_COMPANY 524094 )ZLQT? 24037 21,524 Sabe Llat P
llée ATULANTIC MUTUAL INSURANCE 51gGé3 49,442 104282 105062 20a1 20.% |
L17. GREAT CENTRAL INSURANCE CUHPANY ?17 3,724 274504 9,716 566 22.2 el
L1Ba_PREMIER_ INSURANCE .. . .. oo 3B.0L0 15,123 31,337 3lat 52af al
119. MID-CENTURY INSURANCE 88y 171 B,769 20,378 18+4 o0 w0
L20. ST.PAUL GUARDIAMN INSURANCE 21359 8:6869 10+995 19.46 402 «0
12La_GRANITE STATE_INSURANCE COMPANY 305921 10,785 2:619 446 fal wl
122, COMHERCIAL [NSURANCE COMPANY OF NEWARKSNEW 38,99% 43,745 61,755 1053 158.4 o b
123« AMERICAN MUTUAL INS.CO.OF BOSTON 474302 20,201 L5721 494 33.2 « 1
L24. _EQUITY_MUTUAL _ INSURANCE COFPANY 50,126 38,377 11361 54205 28:3 1346 al
125, ELECTRIC MUTULAL LIAQILITY INSURANCE COMPAMY 397101 39;623 L7:017 §2,203 2.9 232.7 el
126, NEW YORK UNDERHRITERS INSURANCE COMPANY Jb.867 38,531 L3.725 Gy DBI= 35.3 w0 sl
L 2Ta_ASSURANCE CUMPANY_OF_ ﬁV—iir 3ls252 32,265 T:l76 18:.072 19:3 58a5 =L
128, PAN AMERICAN FIRE & CASUALTY 35,953 %6,7530 8,439 10586 23,5 «0 el
129, ATLAMTIC INSURANCE COMPARY 35,602 40,793 $49365% T34492 126.9 180.2 aik
130« _EQUITABLE _GENERAL_INSURANCE 35:;0608 49,371 12,373 47:911 35.3 97.1 a L
131+ HARTFORD CASUALTY INSURANCE 359,393 34;096 4,327 165200 1245 4745 al
132. KIDLAND fNSURhNC: 33,900 32,556 Le927 3745 5.7 £1:5 -1
133 _EMPLOYERS - CASUALTY_ COMPANY 29690 335972 3,077 610067 10a4 19.6 el
L34, UNITELO SE fUN’lY INSURANCE COMPANY 29,608 L4, B804 28360 47,637 95,8 321.8 « 8
13%. EMPLOYERS REINSURAMCE CORPORATION 2&,%03 26:738 0 6:860 «0 25.7 «C
136uWUuDEnHR'?ERS INSURANGE _COMPANY ZTe?35____ 25,040 H¢B29 17312 21.0 69,1 =0
137 RANGER INSURANCE . ?b 608 t1e227 15,033 11,373 TL.5 101.3 o0
1386, ﬂhkR[CAN AUTOMOB{LE IMSURARCE 259922 31,291 30660 144676 119:0 4623 «l
L39«_CENTENNIAL TNSURANCE COMPANY 25,002 25,064 Te827 620699 A0 b 21a5 2§ s
140« DRUGGISTS MUTUAL I[INSURANCE ECOMPANY 25:2460 225594 554 70 2.2 «3 « G
14l. UTICA VUTUAF INSURANCE 23,050 26,283 25:974% Fe2ll Li2.7 35,0 w0
142, PROTECTIVE FIRE_G_CASUALTY 19,890 18,948 13:59% 124272 H803 14,8 PRy
143, AMERICAN HOME ASSURANCE COHMPANY 19,742 1le243 1,823 le272 .2 1l.3 « G
144, AMERICAN RE-INSURANCE COHPANY 19412 99373 0 a o0 + 0 « 0
145, _LEATHERDY . INSURANCE | 17,545 145893 La6Q2 1:92& Q:1 12.9 a.fl
146 BﬁLHOA INSURANCE COMPARY 16:450 164514 39132 6,031 5.0 3845 PR
1%7%o FICDELITY & OEPOSIT COMPARY OF MARYLAND 15184 12,822 563 1911~ 3.9 o w
L8 P;hirir"lHDf%M’T“ Lh.944 144781 29,0359 33e453= 1930 all u{l
l4%. HATIONWIODE HMUTUAL SURAHCE 14,610 13,94% Ted4l 262%45 118.0 189.7 <«
Le MATIONAL ZebUR»NtF UNDchRETERS 13,801 115599 3¢ib58 613- 229 <0 =0




EXHIBIT
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LT e hvre
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SEPTEMBER 1976 =

tal (Fxcl.N.Y.&Calif.)

rand Total (Incl.W.X.

yrivate Carrier

& Calif.)
Only

B35, 291, 005, 552

3h(,;18,h80,0ﬁo

_IOHAL “AUNC1L ON CCMPENSATION INNSURANCE
AVERAGE EARWED RATE - STAWDARD PREMTIUM BASI
ALL CLASSIFICATIONS COMBINEL
(Lalest Availaple Policy Yea r)
(2) (3)
Limit. Standard
Rule Dur. Eazrned

fate Policy Peried Pol. Fd. Payroll Promium
i abama 2-1-73/1-31-7h $300 4,013, L, 195 L9 Lo2 , 61k
‘aska 10- 1~ 72/9-Jo-f5 100 €92, 167,315 © 15, 987, 3l
rizona 6-1-73/5-31-Th 300 L, 212, 392,032 108, 078, 791
Fkansas 5-1~72/2-28-73 300 1,792,L18,217 Lo, 304, 611
n1ifornia 1-1-73/12-31-73 No Limit 50, 156, 0Lk0, 075 917, €1k, 827
sloredo 9-1-72/8-31-73 300 8,581,960, 662 57, 808, 395
~nnecticut 7-1-72/3-31-73 300 6, 4ek, okl 558 71,585,655
«laware 1-1- (3/1ﬁﬁﬂ1-73 No Limit 1,258, 61k, 000 12, 288, 639
st of Cols 6-1-72/3-31-73 300 1. %00, 272,165 17, 285,856
sorida 18- 1»7L/7L-QFLT? 100 8,440, 716, 722 206, 811, 585
corgia 7-1—vL/J«JV 300 6,721, €85, 871 7 au,jgaa
wail 1_;ﬂ/p~0’ ?b 200 1,220, 767,671 23,958, 834
Jaho 9 172/ 3175 300 787,415, 677 ,,,oh Loa
11inois 5-1-72/2-28-73 300 18, 083, 507, 728 193,313, 501
ndiana £-1-73/1-31-74 300 8, 966, 606,273 67,738,214
owa k1-72/3-31-73 300 4, 132,061,595 3f oLl 658
'nsas 7-1-72/6-30-73 300 3, 370,8%97,287 Lo, 31m 563
cnte 10-1-72/6-30-73 300 3, 871,109,110 73 ,70;,388
Suie 1-1-72/12-31~72 100 3,058, 164,920 105, 652, 289
sine 3-1w73/?—23-72 300 1, 408, 607, bl 17,612, 510
crylend 5-1-72/4-30-73 300 6,415, 986, 601 g2, 603, 973
nssachusetts - 7-1-72/6-30-73 300 13,406, 541, 257 205, 550, 132
“chigan 7-1-72/3~30-73 300 12, 167,382,336 268, 600, 502
“nnesota 1-1-73/12-31-73 No Limit 8,767,719, 747 133, 149, 005
igsissippi 12-1-71/11-30-72 300 2, 360, 508, 267 431,170, 946
1 ssouri 8-1-72/11-30-73 100 6,731, 249,856 08,013, 886
cntanat 12-1-71/3-3C-73 Wo Limit 729, 201,319 16,39k, 691
ibraska 10-1-72/9-30-73 300 , 318,568,032 25,052, 723
~7 Bampshire 9-1- 71/2 28-73 300 , 316,645,011 27,680, 095
e Jersey 1-1-73/12-31-73 No Iimit 18 G622, 269,800 333,175, 133
ew Mexico 1-1-73/12-31-73 300 1,L482,132,411 26,985, Ll
:w York 1-1-73/12-31-73 300 I 256,,3o,h29 51,,60“,78u
rth Carolina 8-1-72/7-31- TJ 300 9,UOJ,%59,305 74, 88L, 207
lahoma 6-1-73/5-31- 100 2,386, 008, 860 61,433,581
‘egon ' B- 1~7ﬁ/’~31 rh o Limit 2,568,125, 350 100, 447, 50k
cnnsylvania { 3— %/uajo T4 No Limit 28, 105,183, 000 2L3 352,456
hode Island 79/12 3 TR 300 1, 686, 594, 132 20, 245, 323
outh Carolina 1J - 71/10-31-72 300 3,207,118, A2L 37,758,133
~uth Dakota 11-1-72/10-31-73 300 688, 385, 387 7,800, 071
nnessee 9-1-72/8-31-73 300 6,725,208,216 104, 097, 963
SRS 1-1- 7)/19q%7-r3 200 19, 686, 386, 463 h68,709,368

“ah 5-1-72/4-30-73 300 1,898, 352, 803 1k, 990, 862
S rme 11-1-72/10-31~73 200 g2k, 729, 78k 9, 122,863
rginca 3-1-73/2-28-7L 300 8, 258, 068, 395 73,5 ,3,278

sconsin 12-1-72/11-30-73 No Limit 8,051,259, 526 82,978, 68

3, 793,032,590
5,233,300,101

()

Average
Earned Rate

()00

i [o3e
c.3L
2. he
2,25
1.8%
1.0k
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EXHIBIT THREE

KANSAS INSURANCE DEPARTMENT
Deposited During Calendar Year 1873

To Ceneral Nevenue

FEES: SOUHCE
Cherter T woprsissinis . 2630 :
Lroual  Statement L L L L . 2030 !
czte of Auvthonty L. 2030 ;
ation  Foes LGA0 500 06 ¥
Retaliziory Fees 2030 28 590:0) ¥94,490.68
Apemt’s Lire ST 256,681 .00
culis Exsie 2110 57,440.00
Fees . 2040 ),392.00
ate and Senl ., ... _.. 2040 6,221.00 7.613.00
O%ce Publications . ........ 2220 -
CApenl’s Study Maunvals L 9,447.00
Ctier 5, somimincs S5t o £00.00 10,247.03
3426,971.71
$10,200.64
15,673,852.02
£Y9.661.46
TOTAL TAXES . oevmnivinn T 315,973.814.42
Totzl Fees and Tracs to Genera) Fevenue $316,400,766.13
To Special Funds
1

Fees:
Recover of Txpenditures
Insursnee Companies’

523012

wmination 266.950.00

Iny Co. Annuel Siate Yaom Tund JOSIE.45
Yrzminers Co. T2 B ing Fund . 35,740,453
1. Tisvel Te 404.38

135,195.67

Wor nr:’xci:'s Comipe

TOTAL FYEES 440,026 05

Tazres:

School Fungd
Frivdiere Tax

365,500.00
55157540

H0% 356,0645.61
Fund Y

Tiemiuvms Domestic 2,169.22

Fotal Taxes:

4,851 k22 89
145.00

Total Fees 2nd Taxes to Special Funds
Retumed to Gen, Rev. fiem YWaorkinen's Compensation

Deporited Calendar Yewr 18975 §20,682,753.52

"= Bzlance in Revolving Fund Dec. 30, 1975 1,336.73

$00,654,080.25

Totzl Revenue Calencdar Yeazr 1975

* The Division of 80% to Fie Mazarshz)l Fund and 20% to General Revenue is in
secardance with K. S50 AL 75-1408. >

“¢ Used {o sefund in case of ova-peyment of fecs and taxes in sccordance with
E.S5.A. 40-252a.

- 4. TL
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HARPISBURG, Pa —
Y’cnnn-?vama's Siate  Work-
men’s . InEurence Fuond
SWIF), aperging under hen-
eiil “which g0 iaT bevend the
original intent of cuheidizing

n—n—'ﬂ"'

an injured employe undil i;f—

tshe) could seturn 4o work,”
Jose nearly $5 miilien in 1474

o faces & Bleeh fomre, acs
cording 10 an interim aodil re-
pard by Siate Audiior General
Rebert P. Casey

Cne of Mr. s0y'S TECCm-
TNET one  wes ihat  the
cateh-ull fund, wlhich writes
WC rcoverage thal cmployers
cannol buy in the opon mMar-
Yet, consider becuning com-
}w"l')\‘“ and go aiter 1the o
2T }\rm TuEiness.

T dec\' said dhat during
r.ht; s 31, 1974,
the h\nd operzicd at a deficit
HLpeavse of B decresse in pol-
jeies, which reduecd yevenues,
and in inorease in he number
of ¢laims  accompanicd Ly
preainT henefits.'”

Also regpensible for a de-
cline in surpius imsh carned’
pirmmmn of $15 million and
underwriting  expenses,  in-

cluding 19 rnillion in loxses,

perged at 823 mmiion) were

1he Commonwealih's Woik

Related Disability Laave Pro- .
pram, sn increase in policies

not yewTritten d Dlack Jung

claims. The end-of-ycar sur-

plus wes Teporied al §7.0 mil-

Jion.

The report sald ihat honefits
“often provide an Invontive
nat 10 return 1o work since the
wor)men’s compensalion pay-
ments, which are lax-lree,
may provide more dicposable
dollars than normal wapes.”

The audit 1ecomimended Té-
evaloation of SWITMs purpose
in writing only high risk busi-
ness and succested wconsid-
ering & ¢emsurance poal, &
Penasylvania poo) for aecupas
{jonal dizease claims, or an
appropriation (of funds bv the
]rag:szure]_

According 1o the audit, “a
1e5l of coal policyholders -

Cefied.

E&H}ﬁ}l@?@

dicated mass dumping of such
policies has {alien piace.”

The audgit specifically dis-
4 the “éumpiog’’ ol ihe
Grez! Amerran Coal Co. ac-
COun recommnented that
the practice of dumging be
} 1o octtﬂmm helher
3 way-
randed: it 2¥0 indjeated that
th+ QGreat American  case

e atioroey peneral.

Tramping of accounts refers
ir, 1he praciice of private in-
suranes  carriers  cancelling
thelr Had risk pobivvholders
who theo tmusi furn 1o SWIF
J(n coverape, Private carrieTs
cancel wC pol-
¢y 4D }(nl' when it
hegomes & ]ado e Topoat
szid, SWIF does not have this
(prion, i

The repord said the largest
sing Ye yoliey involved in

s Jepadis

gunming was that carried by
ihe Gr mierican Cord Co..
iodnrt that on Feb. 22,

1974, the Rockwoed Insurance
Co. canceled Great  Ameri-
Can's ; Leozuse pre-
miumn paymnenis were about
190 (K in arears. SWIF pro-
vided coverars aiter collee-
ting aTrcers jrem en carlier
coverape period. The close.
govn of & semment of the coal
CumpaTs aperalion resuled
in 33 black lung cieims. ‘

Ca June 20, 1874, she auvdil
said, Greal Amcrica's account
became pest due by 382,584
200 SWIF canoelied 1he policy
faT NeN-payInent of premiums.
The coal mpany  sub-
cequenily ghiained insurance
with the Lackswanna Casu-
'l‘} Ca. Twenty-seven more
hlzack Juno claims were
ed on SWIF while the
American policy was in

&5 of Octl. 17,1975, the Gycat
Arerican acvoum of $H2.884
wae il ontstarrding. 1t had
pol becn submitied to the Jus-
fice Deparlment jor collection
bhecause “SWIFs lepal staff
feel they are in @ beivier posi-
fion o ¢coliect 1his account and
are in 1he procees of pre-
paring a suit,” aveoriing 1o
the sudit report. 11 added that
fhe guestion of why the Lack-
awanna Casually Co. should
want 10 provide coverage for a
((’m:.m\ with Great Ameni

can's record should be probed.

investipation by, per- -

Ly
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September 15, 197

TE%T1I“'” FOR T
LEGISLATIVE INTERIM STUD
' ON LABOR ARD 1

I am Jack Pearson, Executive Director. of the Industry Division, Kansas Association

of Commerce and Industry.

1 am here today to appear in opposition to any proposal that would put the State

of Kansas into the business of writing workers' compensation insurance.

At a recent meeting of the KACI Employee Relations Council, the business and in-
dustry men and women presernt, after considerable discussion, voted 100% in oppe-

sition to any type of state-operated workers' compensation insurance program.

They are opposed for the following reasons:
1. - We believe that government should only do for the public what the

public cannot do for itself.

2. e believe that the private enterprise system is currently doing an
adequate job in this field.

3. A state-operated workers' compensation insurance program would un-
doubtedly create a new bureaucracy with many new workers added to the
state payroll, to be paid by state faxpayers

4, e cannot visualize the state as being in a position to provide the

inspections and other services that are provided by private carriers.

So long as private carriers can supply coverage and service, we see

(O]

no reason why non-tax-paying governmental units should enter this field.

6. Finally, we would question what the savings would actually be -- if any.

& thank you for the opportunity to appear briefly before this committee today.

e h. T

Ll eakmern 7y

e



