
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
51st LEGISLATURE - REGULAR SESSION 

COMMITTEE ON LABOR AND EMPLOYMENT RELATIONS 

Call to Order: By Chairman Angela Russell, on January 12, 
1989, at 3:00 p.m. 

ROLL CALL 

Members Present: All but Rep. Glaser 

Members Excused: One 

Members Absent: None 

Staff Present: Eddye McClure, Staff Attorney 

Announcements/Discussion: Chairman Russell announced that 
Rep. Bob Pavlovich has been assigned to our committee 
and Bob Gervais has been transferred to the Fish and Game 
Committee. 

At our introductory meeting Rep. O'Keefe asked about 
executive sessions and whether we could allow other 
people to come in and answer questions. In consultation 
with the vice chairman, Rep. McCormick, we decided that 
if the majority ruled that we needed to ask some 
technical questions of a witness, of somebody who has 
expertise in that area, we would allow it. 

When there is a conflict and a member will not be able 
to attend a meeting and he wishes to submit a proxy vote 
on the bill we will be discussing, if it does come into 
executive session that day, that is legitimate to do. 
Please advise Rep. Russell or Rep. McCormick. 

HEARING ON HOUSE BILL 21 

Presentation and Opening Statement by Sponsor: 

REP. MARKS stated that HB 21 is a bill designed to correct 
a situation that we always thought was corrected until 
the court intervened last year and declared that family 
members who had been previously thought to be exempt and 
traditionally had been exempt from coverage under the 
Workers' Comp law were indeed covered. It happened as 
a result of Carmichael vs. State Compensation Insurance 
Fund of 1987 and that was a decision that went to the 
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Supreme Court. This bill sets up the rationale for this 
exception. There is a provision on page 3 that creates 
the whole gist of this bill. It indicates those people 
are exempt who are a dependent member of an employer's 
family for whom an exemption may be claimed by the 
employer under the IRS code. 

List of Testifying Proponents and What Group They Represent: 

MIKE MICONE, Commissioner of the Department of Labor and 
Industry. 

MICHAEL SHERWOOD, Montana Trial Lawyers Association. 

KAY NORENBERG, Montana Agriculture Coalition. 

RILEY JOHNSON, National Federation of Independent Businesses. 

JAMES TUTWILER, Public Affairs Manager for the Montana Chamber 
of Commerce. 

List of Testifying Opponents and What Group They Represent: 

None. 

Testimony of Proponents: 

MIKE MICONE stated that as REP. MARKS brought out in 
presenting this bill, the Supreme Court ruled that the 
statutory exemption based on the classification of 
employer's family members who reside in an employer's 
household violates the Equal Protection Clause. The 
Court found that there was no rational basis for this 
classification. This proposed legislation established 
a narrower exemption on a more rational basis. The 
Department supports this legislation. 

MICHAEL SHERWOOD submitted an amendment to HB 21 for 
consideration, and stated that the Montana Trial Lawyers 
Association supports this legislation with the 
qualification they suggested in the amendment; 
specifically, an amendment that would require that in 
order for the exemption to take place that there be some 
other sort of insurance available to the family member 
or dependent so that ultimately the family member or 
dependent is not without the ability to be compensated 
for the injury. (Witness statement and proposed 
amendment attached hereto as Exhibits #1 and #2, 
respectively). 

KAY NORENBERG stated that most family employers usually carry 
other non-work related insurance on dependent family 
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members, having to buy insurance through workers' 
compensation would be another financial burden. They 
recommend that this bill pass. (Written testimony 
attached hereto as Exhibit #3). 

RILEY JOHNSON stated that of their 6,000 members in Montana, 
probably 80-85% involve family owned businesses and they 
are in critical need to have some kind of relief in this 
matter, because there are very few that do have children 
or even parents wi thin their homes that they aren't 
working in some way in the family business, if only just 
11." In the case of the way the Carmichael decision 
came down it is forcing them into a decision of 
having to expend addi tional money for "just sweeping 
out." 

They support this bill but without the amendment that 
SHERWOOD proposed. 

JAMES TUTWILER reinforced the remarks that have already been 
made. They are concerned about the many small businesses 
that exist in Montana and believe that passage of this 
bill is essential for the vi tali ty and well being of 
those small businesses. 

Questions From Committee Members: 

THOMAS asked MICHAEL SHERWOOD how we would determine for sure 
what is duplicative insurance. 

SHERWOOD said he used that language because it was the 
language found in the bill. 

THOMAS: Question of Sherwood. Who would determine and how 
would we decide if we had complied with this amendment 
as to providing duplicative insurance. 

SHERWOOD: HB 21 has a provision which allows a family member 
to be elected out upon the approval of both the division 
and election of the employer. He assumed that some sort 
of proof would have to be submitted to the division in 
order to make that determination. 

THOMAS directed his next question to the division. He asked 
if there is anything that actually is duplicative 
coverage to workers' compensation insurance. 

PALMER answered that workers' compensation is exclusive. If 
coverage is picked up under workers' compensation it 
would not be carried in another policy. Most of the 
health insurance policies do contain a clause which 
simply states that if the item is covered under workers' 
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compensation it is not covered under the health 
insurance. 

SIMPKINS asked MR. PALMER if disability insurance itself was 
not a form of duplicative coverage. 

PALMER said we are not talking about disabili ty insurance 
under Workers' Compensation -- that is an exclusive 
insurance. As far as a disability insurance and a health 
insurance policy is concerned that could be duplicative 
but certainly a health insurance policy would not cover 
a workers' comp injury. 

SIMPKINS asked MR. PALMER further, the word duplicative means 
similar; therefore, workers' compensation type of 
insurance is a disability form of insurance, is it- not? 
For an accident or anything that happened to a person, 
unable to work, he in turn would receive compensation. 

PALMER answered, "In a generic sense." 

SIMPKINS: A standard commercial company disability policy is 
the same. If a person is injured whether he is on the 
job or off the job he is paid compensation for his 
inability to work. 

PALMER: The policies I have seen in terms of health 
insurance, or disability insurance, most of them will 
have an exclusiveness if it was an industrial injury, 
most of them will exclude that out. There could be 
policies where they don't do that -- where they will pay 
in addition to any Workers' Comp injury that you have. 

SIMPKINS: Then what it seems to me and I may be reading 
wrong, it says that you have to have duplicate 
insurance in order to get relief from Workers' 
program. Is that what his amendment says? 

this 
type 
Comp 

PALMER: I understand that they can have an exemption as long 
as they have some other form of insurance which would 
take care of a person in case of an injury. 

SIMPKINS: That says for a family member that we are talking 
about here so isn't the Comp program, even if we did away 
with this bill, doesn't a Comp employer have the right 
to go out and buy insurance that would be duplicative in 
nature and have his own insurance program? PALMER: No, 
you would have to be covered under Workers' Comp under 
the current act on that family member. 

SIMPKINS: I meant just a regular company, let's say a 
three-member company, that he has got to provide Workers' 
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Comp under law but he can either get it from a commercial 
source or from the Workers' Compo Can he do that? 

PALMER: That is correct. 

SIMPKINS: So what you are saying is that even without this 
law, if we go this duplicative routine, as it applies to 
a standard business right now, this law isn't even 
necessary. 

PALMER: I guess I find the word duplicative confusing. 

DRISCOLL asked Mr. Palmer: If we accepted the amendment 
wouldn't the family employer have to provide a health 
insurance that has no deductible because there is no 
deductible on Workers' Comp? 

PALMER: In reading this language, yes, that they would have 
to provide a health insurance and somehow if they didn't 
provide a health insurance then they would be subject to 
the fines and penalties of the provisions of Workers' 
Compo 

DRISCOLL: Then they would also have to provide an insurance 
policy that would provide for loss of earnings, equal to 
66 2/3% of what they were making prior to the injury. 
That is what they get under Workers' Comp, isn't that 
right? Do you know if you can buy such a policy where 
there is no deductible under health insurance and it has 
a lost-time provision equal to 66 2/3% of what you are 
making. PALMER: Replied that he knew of none. 

KILPATRICK: I would like somebody to clarify for me --is this 
optional? If a person wanted to put his family members 
under Workers' Comp could he with this new bill? 

PALMER: I think there is a provision in the language there 
that says of the exemptions that "unless they elect" and 
most of those people can elect to be covered. 

THOMAS: In talking about duplicative insurance, wouldn't you 
also have to provide life insurance if you were going to 
try to duplicate Workers' Comp, not only medical, 
disability and life insurance. That would be the closest 
you could get to duplicating Workers' Comp would it not? 
PALMER: That would be close. You know, there are 
lifetime provisions, there are death benefits. 

SMITH: Question for Bob Marks: Wouldn't this amendment in 
effect, destroy this bill? 

MARKS: I'm not sure that it would destroy it, but I think the. 
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amendment is well intentioned, first of all. I don't 
mean to attack the amendment, but I think that because 
of the language of the amendment saying "duplicative" and 
because of the discussion that has ensued here, it seems 
to me that you would be asking the family employer to 
provide first of all health insurance policy with no 
deductible; a casualty policy that provides for 
compensation for loss of time; a possible death benefit 
which Workers' Comp has, and a dismemberment provision 
in it, and I don't think they are available. Because of 
the option that is provided in the bill, if an employer 
felt he couldn't get that kind of a policy in the private 
world that they could elect to insure with Workers' Compo 

SIMPKINS: Question for Marks: I thought the purpose of this 
bill was to exempt the families from burdensome premiums 
while working on a farm as long as they had dependent 
members of their household working on the farm. Is that 
your intent of this bill? 

MARKS: It isn't just limited to farm and ranch people, but 
family enterprises. 

SIMPKINS: But to exempt them from premiums. 

MARKS: At their option. 

SIMPKINS: So if we continue with the duplicative and what 
you just mentioned, it is an either/or situation -- they 
have to either find this duplicative insurance or they 
have to be in Workers' Comp and we will not exempt them 
from premiums. 

MARKS: That's true --one premium or another. 

Closing by Sponsor: 

MARKS: The discussion pretty well explained the bill. He 
feels the amendment was made in good faith and is well 
intentioned but it really complicates the purpose of the 
bill. Even if insurance was available from a sector 
other than Workers' Comp to accommodate the purposes of 
the amendment, it would create a bookkeeping nightmare 
for the Division. They would need to be assured by the 
family that they had a certain type of insurance and 
because of this decision that came down from the court 
is terribly burdensome to the Division, as well as to the 
families now, that what we would be doing if we adopted 
some sort of "prove you have insurance" amendment it 
would really increase that complication. He said for 
that reason he hoped the committee would pass the bill 
without amendment, or at least without this amendment. 
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DISPOSITION OF HB 21 

Motion: Rep. Driscoll moved to DO PASS. 

Discussion: Rep. Driscoll requested to speak to staff 
attorney Eddye McClure. A conversation followed between 
Rep. Driscoll and Eddye McClure regarding "duplicative." 
It was decided that Eddye McClure would meet with the 
Legislative Council's counsel and make sure the language 
is clear and bring it back to the committee on Tuesday, 
January 17. 

At this point Rep. Driscoll withdrew his motion on DO 
PASS and requested that the committee postpone action on 
HB 21 until Ms. McClure brings back more information on 
Tuesday. 

Amendments and Votes: None 

Recommendation and Vote: Postpone action on HB 21 until staff 
attorney presents more information on January 17. 

PASSED unanimously. 

ADJOURNMENT 

Adjournment At: 5:00 p.m. 

ARimo 

1009.MIN 

Secretary's Note: Rep. Russell requested a status report of 
Workers' Compensation. Attached is a written statement from 
Bill Palmer, Interim Administrator of Workers' Comp and the 
presentation and questions and answers that followed. 

Also attached is a letter from Attorney Richard Pyfer which he 
wanted presented to the committee. 
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Rep. Thomas Lee 
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Rep. Fred Thomas V/ 
Rep. Timothy Whalen / 
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EXHIBIT_ -#:2.. -.-...;...---
DATE.. 1-/~-~9 = 
HB .:?I 

HOUSE BILL 21. 

PROPOSED AMENDMENTS BY MICHAEL -SHERltJOOD, MTLA 

Page 2, line 18:and Page 3, line 17: 

Strike: . (period) 

Add: "and for whom other work or non-work related insurance 
which would be duplicative has been provided by the 
family employer." 



HB 21 
EXHIBIT~!I!~3 __ -
DATE /-/6 --89 
HB ).1 

WITNESS STATEMENT 

NAME Kay Norenberg BUDGET ______________________ __ 

ADDRESS ______________________________________________________ ___ 

WHOM DO YOU REPRESENT? Montana Agriculture Coalition' 

SUPPORT ____ X_____________ OPPOSE ________________ AMEND ________ _ 

COMMENTS: Chairman Russell and members of the committee. 

My name is Kay Norenberg, Lobbyist for WIFE (Women Involved In 

Farm Economics) I'm here today to represent the following 

members of the Montana Agriculture Coalition in support of 

HB 21. WIFE, Mt. Dairymen's Assoc., Mt. Farmers Union, Mt. 

Grain Growers Assoc., Mt. Cattlewomen, Mt. Farm Bureau, Mt. 

Grange, Mt. Stockgrowers Assoc., Mt. Cattlefeeders Assoc. 

Mt. Cattlemen Assoc., Mt. Woolgrowers Assoc., and Mt. Assoc. 

of State Grazing Districts. 

The members of the Montana Agriculture Coalition feel 

that having to carry workmen's compensation on dependent 

family members places an additional hardship on struggling 

farmers. These children are sometimes needed to help perform 

duties'or chores necessary to maintain a successful farming or 

ranching operation. 

The family employer usually carries other non-work related 

insurance on his depencent family members and having to buy 

insurance through Workn'cms Compensation would only be an 

additional burden. 

It J.S dJ.fl'J.cult b defJ.ne what are normal 1'aml.ly responsJ.bi-
t2. DREN 

IJ.tJ.es of dependent ~1Qresn or what part of theJ.r dutJ.es J.S 

PLEASE LEAVE PREPARED S "EMENT WITH SECRETARY. 

Form CS-34A 
Rev. 1985 
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employable. Many parents may fail to define 

default of the law unintentionally. 

EXHIBIT~ ----DATL 1-/2. .... g 
this J;i8dj)e in . ..Jf~' 

t?,2.1 
We as members fo the Mt. Ag. Coalition do recommend 

you give this bill a do pass. 

Thahk youl 



TO: 

FROM: 

DATE: 

M E M 0 

HOUSE LABOR COMMITTEE MEMBERS 

ANGELA RUSSELL, CHAIRMAN ~\l~ 
JANUARY 9, 1989 

The Senate Labor Committee is holding a public hearing on 
Tuesday, January 10, at 1:00 P.M. on the status of Workers' 
Compensation. Although we have been invited to attend, this 
is a conflict for us as the House convenes tomorrow at 1:30 
P.M. 

Consequently, I have asked Mr. Bill Palmer, Interim Admini
strative Head for Workers' Compensation to give us a status 
report on Workers' Compensation Thursday immediately following 
our hearing and executive action on HB 21. 

Mr. Palmer will invite Mr. Mike Micone, Commissioner of the 
Department of Labor, and Mr. Jim Murphy, Chief of the State 
Compensation Insurance Fund to that meeting. 

You are welcome to attend the Senate hearing as your schedule 
permits but hopefully we will have the same information available 
to our committee on Thursday. 



.' 

House Labor Informational Hearing Rm. 312-1 

Madam Chairman - members of the Committee 

1/12/89 3:30 p.m. 

Throughout the past year we have continued to hear a great deal about the 

need for workers' compensation reform. The perception is one either of 

impatience or misunderstanding about the legislation passed during the '87 

session. 

A major reform package was enacted which included the following: 

1. Froze maximum comp benefit @ ~299 weekly. 

2. Established a b day waiting period for comp benefits. 

3. Eliminated awards for "potential loss of earning capacity." 

4. Maintained the partial benefits for 5UO weeks. 

5. Established independent medical examiners to issue impairment 

ratings. 

6. Added CULA adjustments to permanent total cases. 

7. Restricted lump sum awards. 

8. Established controls on hospital charges. 

9. Limited surviving spouse benefits to 10 years. 

1 U. Created a "return-to-work" rehab process. 

11. Established felony charges for obtaining W.C. bent"its under 

fraudulent circumstances. 

12. Established a 2 year return to work preference for injured workers. 

13. Kept employers from firing a worker for filing a W,C. claim. 

14. Kemoved entit1 ement to benet"i ts it" person was under the i nfl uence 

of drugs or alcohol at time of injury. 

15. Modit"ied definition of "injury", "accident" wage, etc. Eliminated 

stress as an accident. 

lb. Establislled the mediation process, etc. 



Purpose of system: 

Repl ace lost wages t"or injured workers, and provi de medical treatment, 

rehabilitation, and retraining through a self administering system which 

minimizes the necessity for litigation. 

As we stated during the 19BI seSSion, it will take several years before 

any doll ar or hard t"i gures are avail abl e to show the impact of the 19B7 

reform. However, at"ter one year of operating under the new law, indications 

tell us the reform legislation is working. for the first time since 1984 the 

State Compensation Insurance fund has a positive cash flow. In addi ti on, 

State fund personnel, insurance company representatives and our actuary 

indicate the savings attributable to the ret"orm legislation will probably be 

realized. There appears to be less attorney involvement, insurance companies 

appear to be more willing to write business in 140ntana and the mediation 

process is resolving over 60% of the disputes without going to court. The 

rehabilitation counselors who are working with the injured workers on a daily 

basis report the claimants are cooperating and are returning to work. 

Investigations are being conducted on fraudulent claims. 

I am told that the new administration will propose additional legislation 

which will continue the reform movement. 

The division has identHied a number of areas where changes are 

recommended. ~ome stem trom recent court decisions, and are designed to 

clarit) the language in the statutes. Other changes we would term 

housekeepi ng measures. I{epresentati ve Clyde Smi th as agreed to introduce thi s 

legislation. We are not able to discuss these proposals at today's meeting, 

but suHice it to say these bills are presently being drafted and reviewed by 

the Legislative Council. 



Senator Ake1stad had requested the Division to provide certain 

information about the workers'compensation system in r~ontana. Based on that 

request, we put a package of materials together for his committee members. I 

have the same package for you here today. In the interest of time, I would 

like to briefly summarize the information presented. Staff from the division 

are available to answer any particular questions of the committee, and of 

course will be available to any committee member after they have had time to 

review the information provided. 

The package contains the following: 

1. A copy of the State compensation Insurance Fund's balance 

sheet and statement of operations for the FY /88. The 

information shows the unfunded liability to be 

approximately $157,000,000. This is an increase of 

$B,OUU,OUO from year ago. The actuary believes the 

unfunded 1 i abi 1 i ty peaked sometime duri ng the year and 

should continue to decline. 

2. We have also included a complete copy of the actuary's 

report regarding his review of the operations ending June 

30, 19BB, as well as a copy of the actuary's letter which 

will be included in the Division's Annual Report. 

Consi deri ng the payroll tax and the need to revi ew and 

adjust rates on an annual baSiS, the actuary believes 

that if such a process continues the Fund can be 

maintained on a sound actuarial and financial basis. 

Technically, the Fund is not financially solvent, but can 

be actuari lly sound as long as revenues conti nue to meet 

benet·it needs. Practically the Fund will continue to pay 

the statutory benefits. 



3. We have also i ncl uded a copy of a rate survey conducted 

by the division in November, which compares rates of 

about 20 class codes used by State Compensation Insurance 

Fund and insurance companies in other states. We 

selected the high volume payroll codes most used by 

Montana employers. The rate survey shows the basic rates 

in Montana are at the low or middle levels. 

4. The 1 ast item in your package is a spread sheet s imil ar 

to the spread sheets used during the 1987 session. It is 

important to emphasi ze the spread sheets and the fi na1 

projections can be changed dramatically by merely 

changing anyone of the numerous assumptions. The 

particular spread sheet provided in the package includes 

the following assumptions; market share for the State 

Fund will decrease approximately 5~; there will be a 4~ 

growth in payroll FY/87-88, with only l~ growth in 

subsequent years; the payroll tax will sunset after the 

four years and there will be a rate increase in 1992 

after the payroll tax is dropped. With these assumptions 

the schedul e shows the revenue t"rom the payroll tax wi 11 

be approximately $11 ,UUO,UUU to $12,UUU,UUU a year, a 

gradual or one time rate increase ot" approximately 13% 

will be needed in 1992 and the unt"unded liability would 

be eliminated sometime in 199/. This, ot" course, is 

based on exi sti ng 1 egi sl ati on. Legi sl ati ve changes as 

well as assumption changes all affect the projections. 

With that I will close for now and entertain questions from the 

committee. 

Presented by: William K. Palmer, Interim Administrator 



STATUS OF WORKERS' COMPENSATION 

Mike Micone, Commissioner of the Department of Labor. We appre
ciate the opportunity to come before this committee and give you a 
status report of the reform bill that was passed the last session, 
Senate Bill 315; where we believe that reform is today: a description 
of where we believe the unfunded liability is and where we hope all 
of that is going in the future. 

With us today is Bill Palmer, Interim Administrative Head for 
Workers' Compensation: Jim Murphy, Chief of the State Compensation 
Insurance Fund: Hiram Shaw of the Compliance Bureau: Bob Jensen, Divi
sion Administrator, Department of Labor, Employment Relations Division: 
and Steve Shapiro, Legal Counsel of the Division. 

I will ask Mr. Palmer to lead off the discussion on where the 
Division is at this point of the reform, but before he does that I 
wish to comment to you that even though SB 315 we think is working and 
needs time to really kick in, we also believe that there are some 
amendments that must be made to the Workers' Compensation. We have 
asked the legislature for a number of changes in that piece of legis
lation and they are being reviewed at this time. One major issue that 
I must bring to you that we feel very strongly about because it has 
been alluded to, particularly when Senator Aklestad held a similar 
meeting two days ago, and that is on the Workers' Compensation court. 
I don't want any of you to leave here with .. - ;mnression that the 

I 

court system is working fine for the Worker-~ working 
fine in resolving claims that come before i J ~;r- It there '~ 
a~e some serious problems and that the is! ~ ~ ~ompensa- I 
tion should be addressed. I am not sure w~ -~~ be or what 
it will look like, but we think this legis ~ , ome con-
sideration to dealing with that issue and ~ .number of 
problems that the Division and the Fund i~ ~ ~ 

So with that I will ask Bill Palmer to S~aL~ :ltion. 

For the record, my name is Bill Palmer, I am the real assistant 
administrator of the Divsiion of Workers' Compensation. Throughout 
this past year we have contined to hear a great deal about the need 
for Workers' Compensation reform. I think the perception is either one 
of impatience or misunderstanding about the legislation that was passed 
in the 1987 session. If you will recall, there was major legislation 
passed last session. That legislation froze maximum compensation bene
fits at $299 a week: it established a six-day waiting period for Workers' 
Compensation benefits -- for wage loss benefits that is: it eliminated ~ 
awards for potential loss of earning'capacity: it maintained the partial. 
benefits at 500 weeks, although there was some move to reduce that. It 
established independent medical examiners to issue impairment ratings: 
it added cost of living adjustments to permanent total cases: it i 
restricted lump-sum awards: it established controls over hospital costs~ 
it limited surviving spouse benefits for up to ten years rather than 
lifetime: it created a return-to-work rehab process rather than a 
vocational rehab process; it established felony charges for obtaining 
Workers' Comp benefits under fraudulent circumstances. It established 
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a two year return to work preference for injured workers. It kept 
employers from firing a worker because of filing a workers' compen-
sation claim; it removed entitlement to benefits if a person was 
under the influence of drugs or alcohol. It modified the definition 
of "injurYi~ "wage;" and "accident," and eliminated so-called stress 
cases and it established a mediation process, and there were several 
other things. In that process it also laid out a purpose of Workers' 
Compensation as a public policy statement. Basically it said the 
purpose of the Workers' Compensation system is to replace lost wages 
for injured workers; to provide medical treatment and rehabilitation 
and retraining through a self-administering system which minimizes the 
need for litigation. As we stated in the 1987 session, it is going to 
take several years before any hard dollar figures are available to show 
the impact of the 1987 reform. However, one year after operating under 
the new law, indications tell us that the reform is working. For the 
first time since 1984 the State Compensation Insurance Fund has experi
enced a cash flow -- a positive cash flow. In addition, state fund 
personnel, insurance company representatives, and our actuary' indicate 
that the savings attributable to the reform legislation will probably 
be realized. Two years ago we testified that the reform should save 
somewhere between 20 and 25%. There appears to be less attorney 
involvrnent. Insurance companies appear to be more willing to write 
business in Montana and the mediation process seems to be resolving about 
60% of the disputes without going to court. The rehabilitation counselors 
who are working with the injured workers on a daily basis report that 
the claimants are cooperating and are returning to work. Investigations 
are being conducted on fraudulent claims. 

I am told that this administration will propose additional legislation 
to keep this reform movement moving. The Division has also identified 
a number of areas where changes are recommended. Some stem from recent 
court decisions and are designed to clarify language in the statutes. 
Other changes we would term as "housekeeping items". Rep. Clyde Smith 
has agreed to introduce of this legislation for us. We are not going 
to discuss that legislation here today, but suffice it to say that the 
bills are drafted and in review by the Legislative Council. 

A couple weeks ago Sen. Aklestad requested the Division to provide 
certain information about the Workers' Compensation system in Montana 
and based on that request we put a package of materials together for 
his committee members. (here he references the the material attached 
hereto and goes over each page) 

Mr. Palmer emphasized and repeated the following so there will be no 
misunderstanding: If we continue the payroll tax and if we continue 
to adjust rates as we have in the past, the actuary says that the 
fund can be maintained on a sound actuarial basis. Technically the 
fund is not solvent, but as long as the revenues continue to come in 
We2can continue to reap benefits. Practically, the fund will continue 
to pay those statutory benefits. 

Mr. Bob Jensen referenced his Case Status sheets and reviewed and 
explained them to the committee. (attached hereto) 

Mr. Micone then said that their presentation was complete and said 
they were available for questions. 
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Q. Rep. Thomas of Mr. Palmer: Just to clarify what we are looking 
at, on the back page of our handout, it shows that we are running 
at a profit, is that what we are trying to show here. The truth 
is that without the payroll tax we are not really solvent and 
that it would be wrong to say that we are actuarily sound with 
what we are doing here because we our revenues are not based on 
rates totally, but based on a flat fee on everybody. Actuarily, 
these are not sound, isn't that more correct? 

A. Mr. Palmer: Actuarily sound and solvent are two different things. 

Q. 

No, the fund is not solvent. The actuary said that the fund can 
be sound if payroll tax continues. So we have to continue payroll 
tax and maintain these other assumptions. 

Rep. Thomas: Actuarily sound, as far as I understand it," means ... ~~.' 
that the rate we are charging is covering the cost of the benefits • 
we are providing --

the 
Palmer: and/administration -- for that year J 
Thomas: for whatever period of time we are talking about. 

Palmer: For the accidents that happened in 1988 or 1987. 

Thomas: But in this form we are not charging a rate, we are using 
an arbitrary amount of income to offset our losses. Our benefits 
paid and so therefore it is not actuarily soundl.-- the fund is cash 
flowing solvent but not actuarily sound. 

Palmer: The statement was that it would be actuarily sound if we 
continue the payroll tax. If we didn't have the payroll tax we 
would have to increase rates by a given amount to do the same thing. J 
Thomas: Mr. Palmer, when the premium rate comparison was done 
was the premium tax included in those rates as a comparison? 

Palmer: No. When we did the survey we used what we call the manual i 
rate, that is the rate charged by the company or the insurance 
carrier without any volume discounts, without any experience mod~- l' ~ 
fication or any other factors that would tend to cloud that, so 1t ~ 
what we call the manual rate:o~ the raw rate. 

Thomas: So in essence that is not a true comparison for what is 
being charged in Montana for Workers' Compensation, that is not a 
fair comparison. It would be saying, as you said earlier, that our 
rates are low or medium range, that may not be true because we have 
not included about 10 to 15% of our total income to the fund. 

J 

Palmer: The payroll tax was excluded because it is not part of the ~ 
rate structure and the payroll tax amounts to about 3% -- (stops herdl 
and asks Mr. Jim Murphy to help him answer this) 

Jim Murphy: (Bureau Chief of the State Fund) Rep. Thomas is l 
basically correct. You are looking at a need of X% of rates to 
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make up for the payroll tax that was gone and I think you are 
close, 12% or 15%. You can see along that sheet about when the 
payroll taxes sunset -- the existing law sunsets the payroll tax 
after four years and you will notice down there that in order to 
maintain something on an actuarily sound basis, given those 
perameters, you are looking at a guess at this time of about a 13% 
rate increase. 

Rep. Thomas: So if we did build in that payroll tax which is necessary 
to do what we are doing right now, our rates would be much higher 
in comparison to what we are saying they are right now. We would be 
much higher in comparison to these other states than we are now. 

Murphy: That is correct as long as we find out if there is anything 
going on in the other states. I do know that Wyoming taps their 
coal trust fund to supplement theirs; but I don't know what the 
answer is in other states. Basically you are correct, if- other 
states are doing other methods -- Washington, for example -- I think 
charges employees -- so their manual rate, if you were going to make 
a comparison, you would have to find out what other nuances are in 
other states, but with that, yes, I would say you are correct. 

Q. Rep. Driscoll for Mr. Murphy: With reference to the sheet "Other 
Expenses". I assume that that is rehabilitation and adminstrative 
costs? 

A. Murphy: No. Rehabilitation costs would be included under Medical. 
Other expenses are operational and administration costs. 

Q. Driscoll: Why did this go up two million bucks between 1987 and 1988, 
or $1,800,000, and it continues to climb, drops back in 1989, and 
continues to climb all the way out. 

Murphy: The reason from 1987 to 1988 is primarily because of the 
appropriations passes in the last legislative session. We asked 
for more people and got them and we also implemented part of the 
"Darko Bill", and that is the reason for that jump. The projections 
on out are a percentage of premium and so thus the drop. 

Q. Driscoll: Last session we authorized the Division to hire investi
gators for fraud. I think there were six in the state, is that 
right? 

Murphy: No, you authorized positions for Field Claims work. You 
passes a bill relating to fraud but we didn't get any appropriations 
to do it. 

Driscoll: You didn't complain. I know the bill passed but I didn't 
hear anything until now that you didn't get the money. There are 
people in Billings that are investigating fraudulent claims, but 
they are not investigating fraudulent employers. 

Murphy: When we identify either through somebody telling us or 
somebody alleging something, from the state funds perspective, we 
then pass that up to the Division. The Division is at this point 
is attempting to investigate those by hiring Department of Revenue 
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investigators. They are scraping money from wherever they can -
there is an appropriation in to try to do that now. I only know 
of about three or four investigations that are going on -- I am 
obviously not at liberty to discuss them. J 

Q. Driscoll: (to Bill Palmer) When a person appears on the payroll 
reporht ankd tdhen ju~tf wtohrkts a IShortllt1t'mhe a~d then !S injurledt'hdOt ,.'.r~.' 
you c ec an see 1 a -- ca ern pop-ups , peop ea. 
were there working for cash or whatever and then they get hurt 

Q. 

and the employer all of a sudden reports them as an employee and 
then claims benefits -- do you have any way of checking that and J 
if you don't could there be a program in the computer to check i 
things like that? 

Palmer: If a person was injured shortly after being hired? Yes 
I think you could go ahead and program or identify that. A number 
of injuries happen to new employees -- it would take a considerable 
amount of effort to do that but it would not perclude you from 
doing it other than the resources available to do it. 

have 
Driscoll: One last question. How much/ rehabilitation costs 
increased under the new law compared to the old law? Do you have 
that information? 

'J • 
Palmer: I don't know the numbers but we are putting them together. _ 
I can tell you that if you look at a case by case analysis the 
amount of rehabilitation per case on BB cases is considerably less ;1 
than for 19B7. We are in the process of making state fund rehabili- ~ 
tation vendors submit quarterly reports to us (as of last July), made 
them go back to 19B7 and report 19BB cases. We should be getting 
that information and it will be put into the computer and I will 
have that information, but just from looking at them I know that 
the amount is less per case. 

Rep. Simpkins: Do you have any idea as to the percentage of workers l 
of the work force, that are insured under our state Workers~ 
Compensation Fund? 

Palmer: Not work force. We know that there are about 27,000 
employers insured with the state fund and there are about 6,000 
7,000 insured with private carriers. We know that the percentage 
of payroll in terms of the amount of payroll insured under the 
state fund versus the amount of payroll insured with private 
carriers up until last year roughly was gone 45-46% each -- the 
rest being self insured. This last year, 19BB, there is a slight 
variance there. There is more payroll now being insured under the 
state fund, more premium being collected under the state fund, and 
so the state fund had a little higher market share at this stage 
for last year. 

J 
i 

Simpkins: Disregard market share for a minute. I am trying to ~ 
see whether you have an adequate system to determine whether or not .. 
you are satisfied that the law mandating Workers' Compensation either 
by private carrier or through the state fund, the laws are being 
obeyed. 
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Palmer: We have an uninsured employers unit in the insurance 
compliance bureau and they are continually investigating unin
sured employers. Hiram Shaw as the bureau chief could probably 
provide statistics on how many uninsured employers they investi
gate in a year's period of time, how many are penalized, how many 
are forced into getting insurance, so I guess to answer your question 
directly, I guess no, we are not satisfied but we are still trying 
to get them insured. 

Q. Squires: Her microphone was not on and she could not be heard 
or picked up by my recorder. 

Palmer: The last legislative session granted the state fund 
additional positions in the field in the claims area, and that is 
when I was referring to Rep. Driscoll's question, we finally got 
those people on board and what we are trying to do is have those 
people -- we have five investigators out -- we are now going to have 
ten -- field claims examiners is what I prefer to call them. They 
are spread throughout the various cities and what the idea was is 
that we would have early contact with injured workers and attempt 
to explain to that injured worker what the benefits are, what the 
procedures are, what to expect, how to go about getting the benefits 
that they are entitled to. That program was just implemented last 
fall. By the time we got everybody hired and trainem in house and 
put them out there we are doing that. We are contacting 60-70 of 
the more seriously injured workers every month. I would like to 
think that that is going to have some impact on the system. I don"t 
have any numbers to tell you -- we have good reports. People like 
to know what is going on and it helps when you have the chance to 
get somebody out there to tell them. 

Q. Rep. Whalen: Followed up on questions from Driscoll and Simpkins. 
Does anybody have an estimated percentage of how many claimants 
fall into this catagory of potential fraudulent claims as a 
percentage of overall claims7 

Palmer: I don't have any percentages. There is a misconception 
as to when you are talking about fraud versus what some people 
might term abuse. Just because some people think it is an abuse 
of the system, that doesn't make it fraud and I don't believe there 
are very many cases. We have 15,000 to 16,000 accidents a year 
reported to the state fund and we have something in the neighborhood 
of 3,000 claims -- I know of 3 or 4 claims now that are being 
investigated. Other people have a different view as to what is 
fraud and what I term as abuse of the system, especially under the 
old law. 

Whalen: I have heard 2% -- would that be high or low? 

Palmer: I think that would be high. 

Whalen: What is the estimated percent of employers that are 
required under the law to carry workers' compensation insurance 
coverage that are not, as a percentage of the total? 

Hiram Shaw: We don't have identification of all the uninsured 
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employers. We do about 1200 investigations a year, of those about 
300 end up being penalized for not having coverage. 

J
» 

~ 

• ~ J»~ 
Whalen: I understand from reading the newspaper the other day that 
you were down in Appropriations asking for $60,000 to follow up on 
so-called fraudulent claims. How much money have you requested to) 
follow up on uninsured employers? Having in mind that you estimate • 
that 2% is high on fraudulent claims and you are personally aware 
of 2 or 3 but there are 200-300 uninsured employers that have come>.~t 
to your attention. • 

Shaw: We have not asked for funds beyond the current level for. 
that program. We did have some funds as part of that original 
$60,000 to train our investigators in additional techniques through 
the Department of Revenue, but the majority of that $60,000 was for 
investigation by the state fund. 

Whalen: Investigations of what? 

Spaw: Fraudulent claims. 

Whalen: But not uninsured employers? 

Shaw: We do have an unsured employer unit which is funded through 
current levels. 

Whalen: Which is what? 

Palmer: Off hand I do not know the specifics on that. We have 
two investigators, a supervisor, one person who is a claim examiner 
who runs the uninsured employers fund making payouts from the fund 
and a secretary. 

Whalen: So about five people checking on those. 

Simpkins: You heard the bill today -- it was presented by Rep. 
Marks. Now of these 1200 investigations, 300 were found not to 
be in compliance, would any of those be eliminated by this bill? 

Palmer: A very small amount. Generally the problem is not a family J 
business. 

Simpkins: When you find this noncompliance, do you find it is out 
of ignorance or avoidance? 

Palmer: About 50-50. Oftentimes it is because the accountant for 
the business has failed to file the proper forms. That is typical. 
Other areas are where the employer doesn't have the funds -- is about 
ready to go out of business -- in fact, a large percentage of the 
uninsured employers are in the process of going out of business. We 
determine about 90% of those instances through accidents being filed 
by people who are injured and that is how we typically identify an 
uninsured employer to begin with. 

Thomas: Do we check when we have a claim to see if we have had 

any previous claims as current whether it be the same injury 
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or same relative injury or just the same individual for previous 
claims. Do we check that out now? 

Palmer: Yes, our system tracks all claims filed and I think the 
system will have claims going back for a number of years, maybe 
like ten years I would guess. So if you want to find out all 
the different claims a particular individual has filed, our system 
does track that, we can make that determination, whether it is 
with the same employer or a different employer, whatever. 

Thomas: Do we do this on a regular basis, or is it just if we 
get into a sticky situation that is questionable or what is our 
practice, or do we have a practice? 

Jim Murphy: The cases that are investigated are investigated 
because somebody complains -- somebody indicates that it wasn't 
a job related injury, it happened someplace else, maybe they aren't 
hurt they are back at work -- those kinds of thiggs. If a person 
is injured and a couple years later is injured again (the same area) 
if it was a legitimate injury supported by medical, it wouldn't 
matter if he hurt that area again. You still look at the medical 
evidence; you look at the employer to make sure he is telling 
the truth about it happening on the job and you go from there. 

Thomas: On premiums receivable, do we have a lot that is pastdue 
there on our balance sheet or is that pretty current, or where are 
we at on that? 

Palmer: What you are looking at there are state fund bills after 
the fact. You are looking at the premium that was due as of June 30, 
1988 but probably wasn't billed until July sometime after they get 
the payroll reports in. Our bad debts are very low and so that is 
just like one accrued quarter of a premium. 

Thomas: What are the penalties for an employer who does not comply 
with state law? 

Palmer: Currrently an uninsured employer is fined twice the amount 
that they would have paid had they had converage with the state fund, 
a minimum of $200. That amount is calculated based on payroll that 
is requested from them. They are also responsible for the wage loss 
and medical of any injured employees. They also have no defense 
against not having coverage and can be fined criminal penalties of 
$50,000 and serve 10 years in prison. It's rather extensive. When 
I appear before groups I tell them not to mess around with it, it's 
not worth it. 

Squires: Another aspect of this that I am concerned about is the 
rehabilitation factor again, going back to at one time initially 
the state was totally involved in the rehabilitation of folks. The 
private vendor has been incorporated. Is there any financial 
difference in the rehabilitation costs from these people, it is my 
understanding that the private vendor has pulled out from the 
rehabilitation of these people. 

Jim Murphy: We have three vendors that are located in different 
cities;on a rotation basis we assign claims to those individuals 
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when the injury is serious and the person is obviously in 
trouble. We try to do it early as early intervention is the 
best method. We have signed contracts with them; we have 
controlled their costs by phasing; they have certain phases to 
go through and they cannot go into the next phase without our 
approval. Where SRS gets involved depends on the legislative 
priorities. The law lays out the rehabilitation priorities 
and when SRS gets involved is when you go down to a lower 
priority that deals with short term or long term retraining. 
At that point the case would be referred to SRS to develop what 
they call an IWRP which is a training plan and then SRS gets 
involved. Up to that point it is the private rehab vendors, 
at least in the state fund case it works for them. 

Squires: Have the costs increased from these vendors as other 
hospital or medical expenses have increased? 

Murphy: The cost per case in our fiscal year 1988 will be less, ~ 
I can't give you the numbers, than the costs on our 1987 cases. 

Whalen: How many uninsured employers have been brought up on I 
criminal charges. for not carrying coverage. 

Murphy: The Division hasn't brought any but we advise the injured ' 
worker of their rights that they can bring criminal charges against • 
their employers. 

Whalen: You don't know how many have been brought up -- nothwith~ • 
standing that you have five people checking on that. 

Murphy: No I don't -- Hiram may. 

Hiram Shaw: None brought up on criminal charges. There were 
three prosecutions in Yellowstone County on misdemeanors; at 
least two of those three resulted in fines and in one case imprison- • 
ment. 

~;! 

Whalen: Do you know the corresponding figures for fraudulent claims • 
from workers who really weren't injured workers? 

Palmer: I think we have about four cases pending right now which 
may involve injured workers and other parties to the system, not 
just the workers. /There is one in Yellowstone County I am sure. 

/(here Whalen asked if that was in Yellowstone Co. 

Russell asked at this point if there were any further questions 
from the committee. She then thanked the gentlemen for coming and 
giving us the status report. 

This closes the informational hearing on the status of Workers ,. 
Compensation. 
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17, ::5 
6~~,326 

S9,530,073 

$25.a6;,023 
3,S78,022 

lO,952,3iO 
41,o~2 

e: ~!., :,!. _ .... , .. -. 

9,629,308 

($lSi, 332,639) 
:=====:=:==== 
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STATE OF MONTANA 

DEPARTMENT OF LABOR AND INDUSTRY 

DIVISION OF WORKERS' COMPENSATIO~ 

STATE COMPENSATION INSURANCE FUND 

Introduction and Summary 

Revicw of Operations For 

Fiscal Year Ending June 30, 1988 

This report summarizes the final results of our review and analysis of the liabilities for 

benefit payments, the loss ratios, and to determine appropriate amounts to be allocated to 

the other reserves and fund balances for the fiscal year ending June 30, 1988 • 

. The principal purpose of these ~nalyses has been to test the adequacy of the amount set 

aside each year for benefit liabilities and to measure the extent to which current 

premiums have provided for current benefits incurred, and any additional liability arising 

from claims incurred in previous years. Under normal operations, each year's premium 

should be adequate to provide for all present and future payments of all benefits incurred 

during that year, whether or not reported, with a margin for unpredictable contingencies. 

The liabilities and benefit reserves established should be sufficiently large so as to 

minimize the necessity of assessing future employers for losses that were incurred in prior 

years. 

. In actual practice, it is impossible to predict the exa"ct cost of individual claims, to 

foresee increases in hospital and medical expense cha=-ges, and to evaluate the extent to 

which more liberal benefit payments may be granted to persons disabled in previous years 

or their dependents. It is necessary, therefore, to revise the estimates each year and, if 

;.ndicated, to call upon either premium income, currC:1t investment income or favorable 

experience to offset such an unanticip;<lted increase in benefit costs. Since claims do have 

8 tendency to fluctuate from year to year, it is also necessary for us to analyze these 

fluctuations and predict, if possi!:>le, the underlying trends in claims development and 

differentiate that from the fluctuation about those trends that occurs in a given year. 
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Thus, if claims are plotted on a graph, we expect to see many peaks and valleys. We 

attempt to find a smooth relationship somewhere between these pea.ks and valleys. The 

fluctuation can then be relegated to a fluctuation '~eserve that is estn:,lished to assure' 

that premiums do not jump up and down in a seemingly"random manner but have a smooth 

transition from year to year. 

Summary: 

A review of the operations for the fiscal year ending June 30, 1988, shows an underwriting 

loss from operations of ($22,531,396). The net result is such that as of June 30, 1988 the 

liabilities of the Fund exceeded the assets by ($157,332,639). Included in this underwriting 

loss is an adjustment of $:!5,270,973 for claims incurred prior to July 1, 1987 (see 'Schedu1e 

C). When this is re~.!,ved from the above underwriting loss, the result is that 1987-88 

fiscal year earned premiums exceeded claims incurred plus expenses reported by 

$2,739,577. No~e that this does not include an accrued payroll tax of $10,952,370 for the 

year. 

It must be pointed out that the incurred claims estimates for the 1987-88 fiscal year are 

heavily depencent upon an estimated 20% to 25% savings as a result of the passage oC 

SB315. We have 'Verified the appropriateness of this estimate through continuing 

discussions with staff with regard to settlements under the new law. A firmer 

determination of these savings will only be possible once additional claims experience 

becomes available. 

Our calculations have been based upon an assumed annual interest rate of 8%. This rate is 

based upon expectations oC tuture investment returns over the duration of the benefit 

liabilities and is representative of the cur:ent level of return on Fund assets. 

The premium income was about 2~% higher than that earned in 1987. The investment 

income showed a 43% decrease trom the previous year. Adrr.~rijstrative and other 

noncbim expenses inc!'eased by 25%. 

The Fund staff experienced some computer problems in producing the data reports that 

are needed to develop our claims and liability estimates. As a result, some interpolations 

-2-



and approximations were used to derive the required data. We do not believe this process 

produced a material distortion of our results. 

In our opinion, based upon the informalion ·ar.d data' furnished to us, the liabilities for 

benefit payments set forth in this report as of June 30, 1988 are, in the aggregate, 

reasonable and appropriate. This is based on our assumption that the procedures of the 

Division are adequate to properly establish and r.J:!intain the records on which these 

results are based. Because a negative Unrestricted Fund Balance exists as of June 30, 

1988, future premiums will need to be drawn upon to satisfy the existing liabilities of the 

Fund. The continuing financial soundness of the Fund is therefore conditioned upon these 

future premiums being realized. 

We are pleased to present our final report and will be more than happy to discuss it with 

you at your convenience. 

DJ:kf 

Respectfully submitted, 

I' 
CaB CONSULfNG GROUP 

..... -By· .-. -(:';iJ?---
/ Drew Ja'rlres, F.S:~., M.A.A.A. 
L-_____ C_~~~~~:~ Actuar) 
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Balance Sheet 

For compar:son purposes, we are setting forth in Schedule A a summary of the assets and' 

liabilities for each of the three past fiscal years. This ·comparison will give some indica

tion of growth in assets and changes in the liabilities and reserves over those three years. 

The assets relating to the fiscal year ending June 30, 1988 were derived from the figures 

shown in the State Insurance Fund preliminary annual report prepared by the Division. 

Liability items have been arranged as noted below with comments on specific items. 

The reserves were calculated by CH&E using actuarial techniques com monly used in the 

insurance industry. The definitions of the various reserves set by CH&E are as follows: 

Liabilities for Benefit PaYments - The amounts shown as liabilities for benefit pay

ments have been calculated each year as the amount required to fully p:ovide for 

liability on all claims which .have been incurred up to the current statement date. 
, 

Liabilities for Dividends Payable - The unallocated reserves available for dividends is 

determined each year based upon any favorable experience during the year. 

Reserve for Contingencies - The items under the headi:-.g of Reserves for Contingen

cies are reserve funes that are normally considered as being desirable under any insur

ance operation under which unforeseen contingencies could arise. In the past, separate 

reserves were set up for catastrophe, claim fluctuations, medical cost fluctuation, 

security valuation and rate stabilization. The results of our June 30, 1988 review are 

such that the liabilities exceed the assets by $157,332,639. Therefore, there are no 

funds presently available as a contingency reserve. 
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STATE CO:'.1PENSATION INSURANCE FUND 

Balance Sheet 

6/30/86 6/30/87 

Assets 

Cash $ 1,369,004 $ 1,576,799 

Bonds and Other Mortgages 46,393,240 33,561,518 

F.H.A. Mortgages 188,941 171,868 

Premium Receivable 14,637,114 18,599,465 

Other Assets 7.815.870 8,478,735 

Total $70.404.175 $ 62.388:385 

Liabilities 

Accounts Payable $ 488,709 $ 775,816 

Advance Deposits 12,810,902 14,179,979 

Uncleared Collections 

Allowance for Uncollectible Accounts 

Deferred Revenue 8,476 2,440 

Benefit Payments 138,118,055 196,598,638 

Dividends Payable 
., 

Total Liabilities $151.426.142 $211 2 550:873 

Reserves for Contir.gencies $ $ 

Unrestricted Fund Balance (81,021,967) (149,168,482) 

GRAN~ TOTAL $70.404 2 175 $ 62.388.ZS5 
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6/30/88 

$ 753,142 

27,075,651 

153,851 

23,847,773 

12,908.990 

$ 64.739:419 

$ 642,066 

15,001,503 

543 

206,4~7,946 

$ 222%072 2 03.8 

$ 

$(157,332,639) 

$ 64 2 739 2 419 



Detail for Claims Liabilities and Reserves 

Schedule B, which follows, shows a comparative summary setting forth the specific 

amounts set aside for benefit payments attributable to clai:":1s incurred and outstanding at 

the end of each of the past three years. These are segregated into Compensation, 

Medical, and Medical Only claim items. The schedule also gives the annual increase in 

these liabilities and reserves, the paid claims for the year, and the incurred claims for the 

past three fiscal years. The liabilities and reserves for benefit payments as shown in the 

schedule are the best estimates of the amounts required in the future to pay for benefits 

accrued to da.~e. 

The setting of individual claim liabilities is required to allocate best estimate claim 

amounts to individu~ employers and classes of risk. However, these liabilities are 

judgmental numbers. We determIne our li~bility estimates based on statistical experience 

of the past projected into the future. This method gives us an indication of whether the 

individual claim liabilities are established at reasonable levels compared to past 

.experience of actual run-off claim expense. It should be noted that in setting the claims 

file liabilities, the Fund's Accounti7.g staff picks up the individual claims liabilities set by 

the staff Reserve Analyst and adds last year's actuarial adjustment. Thus, the June 30, 

1988 claims file liabilities of $204,186,844 inc!udes an actuarial adjustment of $24,317,687 

from June 30, 1987. The total Actuarial Adjustment decreases these claims file liabilities 

for 1988 by $8,334,898. 

It should be noted that the substantial increase in the Medical Only liability occurred 

because we now do a separate calculation for "these claims instead of our previous method 

of simply allocating part of the total medical reserve to Medical Only. 

A reopened claim reserve is used to account for claims expected to be reopened in the 

future. This reserve is calculated as a function of claims closed during the current and 

recent prior fiscal years. 
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STATE COMPENSATION INSURANCE FUND 

Detail for Claim Liabilities and Reserves 

Year Ending 
6/30/86 6/30/87 6/30/88 

Compensation 
Claim file liabilities $ 95,770,885* $126,622,180* $ 159,778,992* 
Actuarial adjustment to 

claim file liabilities 1,294,595 15,762,110 (9,012,6Z9) 
Reopened claim reserves 1,787,000 2,610,000 2,764,000 
Claim administration expense reserves 4.500.000 4.500 1 °°0 4.500.000 

Total $103,352,480 $149,494, Z90 $ 158,030,363 

Medical 
Claim file liabilities $ 12,421,226* $ 34,560,771* $ 43! 732,852* 
Actuarial adjustment to 

claim file liabilities 19,050,349 8,555,577 (1,535,819) 
Reopened claim reserves 1,769,000 2,413,000 2,362,000 
Claim administration expense rese:,ves 900 2000 900 2 °00 900.000 

Total $ 34,140,575 $ 46,429,348 $ 45,459,033 

Medical Only 
Claim file liabilities $ 575,000· $ 625,000.°$ 675,OGC* 
Actuarial adjustment to claim 

file liabilities 2,213,550 
Claim administration expense reserves 50.000 50.000 5°1°° 0 

Total $ 6Z5,000 $ 675,000 $ 2,938,550 

GRAND TOTAL SJ38.118.055 S19£.598 1638 $ 206 1 427 2 946 

Incurred Claims 

Compensation 
Annual increase in liabilities 

a.nd rese:,ves 
Paid claims 

Incurred compensation claims 

Medical and Medical Only 
Annual increase in liabilities 

and rese:-ves 
Paid claims 

Incur:'ec medical and medical 
Only claims 

TO':'AL INCURRED CLAI~~S 

Year Ending 
6/30/86 6/30/87 6/30/88 

$ 18,096,610 $ 46,141,810 $ 8,536,073 
43.866.927 54.036.180 63.238.309 

$ 61,963,537 $100,177,990 $ 71,774,382 

$ 16,851,764 $ 12,338,773 $ 1,292,235 
20,472.172 25.513.860 27,319 1541 

$ 37,323,936 $ 37,852,633 $ 28,612,776 

$ 99.287 1 473 S133.030,6Z3 
'. 

$ 100 1 337 1 158 

·Claims file liabilities equa.l p:-ior year's actuarial adjustment plus the incividual claim 
liabili:les established by the F:;:ld. 
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Summary or Fivc-Ycar Prcmium E~:":-'I(~d and Claims Inc ... :--rcd 

As a further analysis of the incurred claims, Schedulc C gives a summary of the five-year 

premiums earned and claims incurred. This sc!1edule lists the liability increase on account 

of p:-ior years' claims, the incurred claims for the current year, and the total claims 

e,:perience as recorded in the financial statement. The premiums earned are the accrued 

premiums for the year. The ratios of incurred premiums to claims are given for the 

c~Jr:'ent yea:'s claims and for the financial statement reported number in Schedule C, total 

column. 

As you will note, there was a decrease in the current year liability for the 1988 fiscal year 

of 2.6%. This decrease is attributable to the anticipated favorable impact of SB315, 

which went into effect on July 1, 1987. There was a $25,270,973 liability increase that 

represents an addition to the June 30, 1987 benefit liabilities reported in our Review of 

.Operations as of that date. As a result, we would now estimate that the unrestricted fund 

balance as of June 30, 1987 at ($174,439,358), instead of ($149,168,488) as reported last 

year. Therefore, the restated unrestricted fund balance actually increased by $17,106,719 

during the 1987-88 fiscal year to the (S157,332,639) reportcd as of June 30, 1988. 
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SCHEDULE C 

STATE COMPENSATION INSURANCE FUND 

Summa..:y of Five-Year Premiums Earned nnd Claims Incurred 

Liability 
Increase 

On Account 
of Prior Current 

Years' Claims Year 
Fiscal Year ending June 30. 1984 (69th vear} 

Premium earned in the year $37,032,670 

Claims incurred including adjust-
ments for prior years $9,383,249 35.245 2113 

Ratio of claims incurred to premium earned 95.2% 

Fiscal Year ending June 302 1985 {70th vear} 

Premium earned in the year $49,292,000 

Claims incurred including adjust-
ments for prior years $36,380,726 45 2 010 2950 

Ratio of claims incurred to premium earned 91.3% 

Fiscal Year ending June 30. 1986 ~71st year} 

Premium earned in the year $50,861,306 

Claims incurred including adjust-
ments for prior years $31,914,389 67 2373.084 

Ratio of claims incurred to premium earned 132.5% 

Fiscal Year ending June 302 1987 {72nd year} 

Premium earned in the year $70,161,068 

Claims incurred including adjust-
ments for prior years $60,915,916· 77 2114 2 827 

Ratio of claims incurred to premium earned 109.9% 

Fiscal Year ending June 30. 1988 {73rd ye~r} 

Premium earn~d in the year*· $85,865,028 

Claims incurred including adjust-
ments for prior years $25,270,973 $75 2116 2185 

Ratio of claims incurred to premium earned 87.5% 

*Incluces $5,896,000 for reduction in ciscount rate from 9 ~% to 8%. 
**Excludes $10,952,370 of payroll tax collected pursuant to HB884. 
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Total 

$ 37~032,670 

44.628.362 

120.5% 

$ 49,292,000 

81 2391 2676 

165.1 % 

$ 50,861,306 

99 2287 2473 

195.:!% 

$ 70,161,068 

138 2°2°2 623 

195.3% 

$ 85,865,028 

10°23872158 

116.9% 



Summa.:y of Underwdting Oper3tions 

In Schedule D, which follows, there is presented a summary of underwriting operations for 

each of the past t:-:ee fisc:ll ye:l.rs. T~is·is presented in a somewhat di:ferent form from 

tr:at shown in your financial statement and has been derived from the figures appearing in 

these statements. Shown first are ~he reported premiums earned for each of the last 

three years on an accrual basis. The totals of the claims incurred and the expenses 

reported are shown for e:lch year with the claims incurred figure including the claims 

expense reserve increases. On line 5 is the underwriting gain (loss) for each year. This 

gain (loss) is the balance left after taking claims and expenses out of premium income. 

The final line oC this summary of underwriting operations shows that during the 1988 

fiscal year, ($8,164,151) has been added to the Unrestricted Fund Balance of 

($149,168,488) on June 30, 1988 for a total Unrestricted Fund Balance of (S157,33~,639) as 

of June 30, 1988. 
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SCHEDULE 0 

STATE COMPENSATION INSURANCE FUND 

Summary of Underwriting Opc!"ations 

• 6/30/86 6/30/87 6/30/88 

1. Earned premium reported $50,861,306 $ 70,161,068 $ 85,865,028 

2. Claims incurred 99,287,473 138,030,623 100,387,158 

3. Expenses reported 6.921.105 6.248,421 8.009,266 

4. Total clai ms &. expenses 
Items 2 plus 3 $i06,208,578 $144,279,044 $108,396,424 

5. Underwriting gain/Closs) 
Items 1 minus 4 $(55,347,272) $(74,117,976) $ ( 22-, 531 ,396 ) 

6. Investment income 7,964,872 6,257,711 3,578,623 

7. Other income 313,486 525,333 41,642 

8. Payroll tax accrued 10,952.370 

9. Total income 
Items 5 plus 6, 7 and 8 $(47,068,914) $(67,334,932) $ (7,958,761) 

10. Unallocated reserves available 
for dividends $ $ - ,$ 

11. Increase/(decrease) in rate 
stabilization claim and medical 
cost fluctuations reserves $ $ $ 

12. Increase/(decrease) in security 
valuation reserve 

13. Increase/(decrease) in catastrophe 
reserve 

14. Adjustment to reflect unamortized 
portion of bond swaps made in 
prior years(1) (4,982,O83) 

15. Miscellaneous prior years' 
adjustments $ $ (81].589) $ (205.390) 

16. Total increase/(decrease) in 
reserves and liabilities. Item $(52,050,997) $(68,146,521) $ (8,164,151) 
9 minus 10, 11, 12, and 13. 

(1) Adjustment due to change in accounting treatment during 1936 fiscal year. 
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MEMORANDUM 

MEMO TO: 

FROM: 

RE: 

DEPARTMENT OF LABOR Be INDUSTRY 

WORKERS' COMPENSATION DIVISION 

December 2, 1988 

Governor Schwinden 

Bob Robinson, Administrator 

MARGARET "PEG" CONDON BLDG. 
5 SO. LAST CHANCE GULCH 

HELENA, MONTANA 59601 

November 1988 Survey of Workers' Compensation Rates 
in Other States 

In November, the Workers' Compensation Division again 
contacted the state compensation insurance funds and large private 
insurers in 20 states west of the Mississippi to update the survey 

conducted in May of 1988. The purpose of the survey is to provide 

an accurate comparison of the actual rates used by other insurers 
for occupations that are common in the Montana workplace. The 
survey is updated semiannually to account for rate changes that take 

place on July 1 and on October 1 by many of the insurers. 

Again, the survey confirms that Montana State Fund rates are 

not among the highest in the region. In fact. in the majority of 

lhe occupations surveyed. the Montana State Compensation Insurance 
Fund rates rank in the lower half. In 13 of the 20 occupation 
classifications, the Montana State Fund rates are lower than the 
majority of the insurers in other states. Only one rate falls in 
the top quarter of the rates surveyed. The average ranking o~erall 
for the Montana State Fund is 18th out of 29 insurers rated. 

The Job classifications surveyed are representative of the 
Montana economy and were selected based on the amount of payroll 

Administration 
406·444·6518 

Division Telephones: 
Insurance Compliance 

406·444·6530 

"AN EOUAL OPPORTUNITY EMPLOYER" 

Safety 
406·444·6401 



reported annually as well as some additional occupations common in 
Montana. A ranking of "1" indicates the highest rate among the 29 
insurers surveyed. In no case, either in the 

insurers or with state compensation insurance 
Montana State Fund rate rank as "Number One." 

comparison of private 
funds, does the 

The highest ranking 

Montana State Fund has is "7" in the classification "Nursing Horne 
Employees" when all insurers are ranked. That is the only 

classification that the Montana State Fund ranks in the top 25%. 
Six classifications rank in the second quarter; 6 rank in the third 
quarter; and 7 rank in the lowest quarter. 

The table below shows the distribution of Montana.State Fund 

rates. 

Distribution of 
MONTANA STATE COMPENSATION INSURANCE FUND Rates 

Compared to All Insurers Surveyed 

Rank Number of State Fund Rates % 

Highest Quarter 01-07 1 
Second Quarter 08-14 6 
Third Quarter 15-21 6 
Lowest Quarter 22-29 7 

in Quarter 

5% 
30% 
30% 
35% 

20 100% 

SixtY-five percent (65%) of the Montana rates fall in the 

lower half of all insurers surveyed. Only one rate, or 5%, fall 
within the top quarter and 6 rates, or 30%, fall within the second 
quarter. 

The rates used in the survey are the actual rate charged--not 

a filed or guideline rate. 

Table Two of the survey compares Montana State Fund rates to 

those charged by private insurers in each of the 20 states. As the 

Page 2 



table illustrates, Montana State Fund rates are lower than the rates 
charged by the private insurers in Montana and in the majority of 

other states. It should be noted that the Montana private insurer 

reported in this survey is a different insurer than that reported in 

the May survey. The private insurer reported in this survey uses 

the National Council of Compensation Insurance guideline rates. 

Thirteen of the 20 states surveyed have state compensation 

insurance funds. Survey Table Three compares the state fund rates. 

The results are nearly identical when only state fund rates are 

compared. Again, in 13 of the 20 classifications, Montana State 
Fund rates rank in the lower half of the state funds surveyed. 

The state funds fulfill several needs. They are the insurer 

of last resort ensuring that any business can obtain coverage and 
provide an insurance alternative for the small and high risk 

employer. In addition, state funds provide a competitive rate 

alternative to the private insurance companies. This competition 
seems to be working well in Montana. In the previous survey, the 

private insurer pegged its rates at 17 1/2 percent (17.5%) above the 

State Compensation Insurance Fund rate. The insurer reported in 

this survey does not use the Montana State Fund rate as its 

guideline but uses the rate recommended by the National Council on 

Compensation Insurance (NCCI). 

In summary, the survey demonstrates that Montana State Fund 

rates for workers' compensation are near or below the median, for 
all occupations surveyed--both in the comparison to other state 
funds and private insurers. 

RJR/bac 
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FLOYD O. SMALL 

CARL A. HATCH 

JOHN C. DOUBEK 

RICHARD J. PYFER 

LAW OFFICES OF 

SMALL. HATCH. DOUBEK & PYFER 
LIVERY SOUARE 

39 NEILL AVENUE 
HELENA. MONTANA 59601 

January 16, 1989 

Ms. Angela Russell, Chairman 
House Labor Committee 
State Capitol 
Helena, MT 59620 

Dear Ms. Russell: 

TELEPHONE 442·7830 
AREA CODE 406 

I am sorry I missed your hearing on Thursday. I understand you 
were not taking public testimony at that time. I am enclosing ten 
copies of a letter plus the original of that letter from a client of 
ours, Curt York. I am not certain how many members there are on 
your committee but I would appreciate it if this would be circulated 
to the members of your committee. Mr. York is just one example in 
our office of many people who are being hurt badly by the new 
Workers' Compensation Act. Our firm went ahead and helped Mr. 
York with his claim even though we probably will never recover an 
attorney fee since the Act expressly attempts to eliminate 
attorneys from functioning in favor of claimants. We felt a great 
deal of sympathy for Mr. York and, of course, tried to assist him as 
is indicated in his letter. 

I think this letter bears reading. It is a fitting example of 
what is happening now in the Camp system. 

Thank you for your time and if you would like me to provide you 
with any other examples of the trauma being induced by the system 
at this time, I can point out a number of them very quickly from our 
office. I had four clients at the senate hearing with one days notice. 
There are a number of people who are very upset with what is 
happening and are very eager to "spill their guts" (please excuse the 
slang) about the unfortunate problems besetting them under the new 
Camp law and regulations. 

I realize there is a tremendous debt to be dealt with. I don't 
believe that the debt was the fault of injured workers and I don't 
think they should have to carry the debt on their backs. 



In Mr. York's case he does not mention that the employer was 
also probably grossly negligent because this injury occurred when a 
windshield blew into his face while he was driving his UPS truck. 
Another employee had a similar accident not long before. These 
windshields should have been checked. Since there is absolutely no 
wayan employer can be sued for negligence or gross negligence 
under Montana law unless he intended to· inflict the injury on the 
claimant himself, it is not fair that our Workers' Compensation law 
so severely limits employees' rights to recover losses sustained on 
the job. . 

I feel very strongly about the inadequacy of this Act, not from 
the standpoint of an attorney who has worked in this area but 
because I deal daily with workers who cannot be helped and who are 
hurt severely because of this Comp law. 

RJP/cjw 

enclosure 

Sincerely, 

t24Jr?-
~~ J. Pyfer 
Attorney at Law 
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