MINUTES

MONTANA HOUSE OF REPRESENTATIVES
54th LEGISLATURE - REGULAR SESSION

JOINT SUBCOMMITTEE ON GENERAL GOVERNMENT & TRANSPORTATION
Call to Order: By CHAIRMAN ED GRADY, on January 30, 1995, at
10:13 a.m.
ROLL CALL
Members Present:
Rep. Edward J. "Ed" Grady, Chairman (R)
Sen. Thomas A. "Tom" Beck, Vice Chairman (R)
Rep. Gary Feland (R)
Sen. Eve Franklin (D)
Rep. Joe Quilici (D)
Members Excused: None
Members Absent: None
Staff Present: Terri Perrigo, Legislative Fiscal Analyst
Dan Gengler, Office of Budget & Program Planning

Rosa Fields, Committee Secretary

Please Note: These are summary minutes. Testimony and
discussion are paraphrased and condensed.

Committee Business Summary:

Hearing: Department of Administration/State Fund
- Loss Prevention Division
Executive Action: None

Tape 1 - Side A
Discussion on Subcommittee Business

Ms. Terri Perrigo, Legislative Fiscal Analyst (LFA), explained
that there were going to be some county commissioners and other
county representatives who would like to testify at the
Department of Transportation hearing. CHAIRMAN ED GRADY
suggested that two additional days be given for the department.

CHAIRMAN GRADY said that the subcommittee would be meeting again
on Tuesday, January 31, 1995 with the Department of
Administration to discuss the Appellate Defender Program and
personal service contingency, but wondered if the committee would
like to wait on those two issues.

REP. QUILICI said that the subcommittee had heard both programs
and probably had enough information, but thought it would be in
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the best interest of the agencies and the subcommittee to meet
again and get some additional answers. CHAIRMAN GRADY agreed with
REP. QUILICI.

Mr. Dan Gengler, Office of Budget and Program Planning (OBPP),
said that CHAIRMAN GRADY wanted to know what impact the
subcommittee’s requirements had on the agencies they have heard
so far. CHAIRMAN GRADY responded that he would rather wait until
the following day to hear that information.

SEN. BECK commented that he felt the Appellate Defender Court had
to wait a little longer before they made a decision. CHAIRMAN
GRADY said that the subcommittee could decide when they were
ready.

CHAIRMAN GRADY informed the subcommittee that they would be
starting off with State Fund and then Mr. Gengler would discuss
some items with the committee. Ms. Perrigo handed out some
information pertaining to the Governor'’s budget.

{Tape: 1; Side: A; Approx. Counter: 107.}

HEARING ON THE DEPARTMENT OF ADMINISTRATION STATE FUND

Informational Testimonvy:

Mr., Carl Swanson, President of State Fund introduced two
colleagues, Mr. Mark Barry, Vice-President of Administration and
Ms. Aidan Myhre, Director of Administrative Consumer Affairs.

Mr. Swanson provided on overview and discussed some of the issues
with State Fund and Workers’' Compensation. He mentioned projects
that were underway and said that FY94 was a year of rebuilding,
refocusing, and setting new directions for the State Fund. 1In
April of 1994 they began writing a Strategic Business Plan. The
purpose of this plan was to define issues and develop solutions,
lay out clear and concise actions, and provide a mechanism to
evaluate how the State Fund has met its strategic goals and
objectives. EXHIBIT 1

{Tape: 1; Side: A; Approx. Counter: 545}

REP. FELAND commented that employers have no input when workers
make complaints, and with his past experience with Workers’
Compensation, having been a businessman for 20 years, he said
that Workers’ Compensation doesn’t handle employers’ injury. He
said if an employee gets hurt on the job, the employer can’t say
anything about it. The employee could have gotten hurt on another
job and claimed it happened somewhere else. As a businessman, he
might know nothing about it. He said rather than go through the
hassle, it’s just easier to get out of it.

Mr. Swanson said they have heard from State Fund customers that
they made significant progress in 1994. Mr. Swanson has letters
from customers that have left State Fund who are reconsidering
and complaining because private insurance doesn’t have an 800
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number where they can report claims and that there is premium
fraud going on. The reason he knows is because they have fraud
convictions and they didn’t have the capability in the past to
detect such fraud. One of the things they’re emphasizing is the
partnership and dialogue between State Fund and their employees,
and said that employees should be involved in the process.

REP. QUILICI commented that what "red flags" the subcommittee is
when an agency presents this budget and they have an additional
19.0 FTE and then a decrease of 3.0 FTE in FY97. Once the agency
implements and develops a system, he wondered why it still takes
16 FTE to run the system. Mr. Swanson stated that the FTE were
put on this year in the budgeting process and they don’t have
anything to do with the benefit information system. They put
claims staff where they need them without having to do reductions
at the end of the year. Mr. Swanson presented to the board a
comparison of the Montana State Fund with other state fund
programs from other states. State Fund of Montana looked at the
staffing level, and many kinds of operating and expense ratios.

{Tape: 1; Side: B; Approx. Counter: 12; Comments: None. )

Mr. Swanson commented that last year the legislature took State
Fund out of the budgets. What the legislation did was align
Montana with other State Fund operations. There are now 26 state
funds, six established in the last couple of years in the U.S.
State Fund is moving in the direction of being able to run their
operation like an insurance business. One of the most important
pieces of legislation that passed last session, besides working
on managed care and fraud issues, was the Safety Culture Act. He
said this was very significant because the legislature gave State
Fund the tools to be successful to do their part in driving rates
down by running an efficient and effective organization, and to
be accountable for it in the form of a business plan with
measurable criteria. The benefit information system is costing
$4.5 million, which is increasing efficiency through technology.
Mr. Swanson stated that the Montana State Fund operating expense
ratio of premium-to-expenses is among the lowest in the nation of
all state funds.

{Tape: 1; Side: B; Approx. Counter: 078.}

Loss Prevention Division

Mr. Swanson gave a brief explanation of the Loss Prevention
Division. EXHIBIT 1; Page 1ii to v.

The ratio for State Fund operating expenses-to-premium revenue
for FY95 is 11.9%, which is among the lowest in the country.
Montana has a statutory cap on expenditures of no more than 15%.
For FY96, the operating expense ratio is estimated at 11.6%,
which does not include adjustments to capitalization and
depreciation on equipment. If they did, the ratio would be
lower. Mr. Swanson stated that State Fund re-analyze their
ultimate liability on a monthly basis. They run their business
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on a daily basis instead of waiting until the end of the year to
review the financial statement.

An 0ld Fund action plan has been initiated consisting of 2,990
cases. The attention has not been there in prior years, so they
formed a unit staffed with some of the more experienced claims

adjusters. They have developed an action plan to focus on these
0ld Fund claims.

State Fund has a mandate for a 25% surplus, and they need to
retain their costumer base. State Fund cannot be successful
unless they compete for the larger and more profitable business.
When they look at policy holders $2,500 and less on a five-year
basis, they have significant unprofitability. A bill, sponsored
by REP. DAVID EWER, would allow the Board of Investments to
invest 15% of their reserves in equities. What State Fund is
requesting through the bill is to align themselves with what
Montana statutes indicate currently about domestic insurance
domestic carriers. Domestic carriers are allowed to have 10% of
their reserve in private corporate stocks and 5% mutual funds for
a total of 15%, so it’'s a limited amount of investment in
equities. The State Fund of Montana return of investment is
lower than other state funds. A 1% return investment increase
can impact rates by approximately 3%, and that’s one of the
reasons for the bill.

Mr. Swanson stated his appreciation for the support they’ve
received from the legislature.

{Tape: 1; Side: B; Approx. Counter: 463.}

Questions From Subcommittee Members and Responses:

SEN. FRANKLIN said that she wanted to know more about the managed
care program. She stated that when it started in 1993 one of the
ironies was that even though there was structure in place, no one
in the state was doing managed care from an occupational
standpoint, so the health care community really had to scramble
to provide managed care services. Mr. Swanson explained that
there was a lot of work done in 1994 in this area to establish an
existing structure. Their structure is unique because insurance
companies contract with the managed care organizations, and they
need to uphold the quality standard of care they agree to in the
contract. State Fund currently has signed four such contracts.

SEN. FRANKLIN asked which entities have contracts with State
Fund. Mr. Swanson replied that they have two plans, and a
Request for Proposal (RFP) for sole source contracts in a couple
of geographical areas in the state. Plan B is where any NCO that
is certified by the Department of Labor goes to State Fund and is
able to participate in Plan B. Billings, Kalispell, Missoula,
and Helena are the cities that will participate.

REP. QUILICI said there was a report issued about three years ago
by the National Conference of State Legislators (NCSL) about how
prudent investment had helped lower premium prices for employers.
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He was just wondering how State Fund got together with the Board
of Investments. Mr. Swanson stated that the Board of Investments
was the one who did all the investments, but State Fund is in
dialogue with them and they are looking at their assets for
capital needs. The plan and the understanding between the Board
of Investments and State Fund is that it will be moving to longer
term investments. Since the investment picture has changed,
there is increased dialogue and the two organizations are meeting
more often. Mr. Swanson said he understood this did not happen
very often in the past.

CHAIRMAN GRADY stated that it seemed a little odd that the State
Fund is looking to invest money with the extra they have and he
said he didn’t understand why they aren’t considering lowering
the premiums instead. Mr. Swanson explained that the money he was
referring to is already accounted for. The money they will be
spending on existing claims they know they currently have. 1It's
the future value of their claims. One of the reasons they have
an unfunded liability is because the reserves were inadequate.

SEN. FRANKLIN asked if Mr. Swanson could talk about claims
adjusters.

{Tape: 2; Side: A; Approx. Counter: 0.}

Mr. Swanson explained that claims adjusters come to the State
Fund from insurance companies and have prior claims adjusting
experience, typically with medical providers or hospitals,
although some also have a legal background. State Fund then puts
them through a training program.

SEN. FRANKLIN asked what actually happens to a claim, and how
does it move through the system. Mr. Swanson stated that it was
difficult because it all depends on the severity of a claim.
State Fund averages about 21,000 claims a year, and about 25% of
those are wage loss claims. Medical claims may be of a very
short duration, while wage loss claims are more severe and take
longer. At some point, the employee with the wage loss claim
goes back to work, and that’'s the main focus of the Strategic
Business Plan. Mr. Swanson said 88% of Idaho’s injured workers
returned to their jobs and that’s what the State Fund in Montana
is working toward.

SEN. FRANKLIN asked Mr. Swanson if he saw any changes in the job
description of a claims adjusters and he replied that he did.

SEN. FRANKLIN asked if claims adjusters follow one case
throughout the lifetime of a case or does it go from worker to
worker. Mr. Swanson responded that claims adjusters are
accountable for the 1life of the claim.

CHAIRMAN GRADY asked if State Fund had any type of re-training
program for employees. Mr. Swanson said they do. The State Fund
helps employees with resumes and on learning computer skills.

{Tape: 2; Side: A; Approx. Counter: 339.}
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Mr. Swanson gave a brief explanation of the departments in the
State Fund. EXHIBIT 2

{(Tape: 2; Side: A; Approx. Counter:292.}

REP. QUILICI asked if stress was an eligible claim for workers’
compensation. Mr. Swanson responded that he wasn’t sure, but he
didn’t believe it is.

CHAIRMAN GRADY asked if they had to take any psychiatric claims.
Ms. Myhre stated that stress has to be accompanied by a physical
injury in order for it to be evaluated.

SEN. BECK asked if Montana pays a higher wage loss than other
states. Mr. Swanson said that the State Fund was adding some
significant costs to the Montana system in the areas of age,
education, physical description, and some rehabilitation
provisions they are planning. He referred to the case study (see
Exhibit 1).

{Tape: 2; Side: B; Approx. Counter: 669.}

SEN. BECK asked if there was anything going on in the legislative
session that would make the rates more competitive. Ms. Myhre
said that there were, and one of the things is to get the
public’s trust back by focusing more on wage loss.

REP. FELAND asked what the time limit on training people was.
Ms. Myhre said that the training time could last two years.

SEN. BECK asked if the employee isn’t qualified to start in the
rehabilitation program that they originally started, could they
go and train in another field, in other words, get rehabilitated

in a new profession. Ms. Myhre said only 1f the employee got re-
injured.

REP. FELAND stated that one of the things that happens is that
workers’ compensation doesn’t deal with an injured worker that
comes in with a permanent claim. He feels that’s been a big
break because they don’t really deal in good faith with the
employees, so they hire an attorney and get a couple of millions
when they could of settled for $100,000.

{Tape: 2; Side: B; Approx. Counter: 108}

Mr. Gengler talked about the 0ld Range State Fund and 0Old Fund
Liability Tax (OFLT) Projections. He stated that there were four
agencies involved:

1. State Fund, who administers the claims

2 Department of Revenue, who collects the 0ld Fund
Liability Tax

3. Board of Investments, who handles some of the financial
affairs

4, Budget Office, who has statutory responsibilities
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The statutory responsibilities that OBPP has is to certify to the
Board of Investments if any additional borrowing is necessary for
the 0ld Fund. OBPP does not anticipate that the State Fund will
require any more borrowing for 0ld Fund purposes. The second
responsibility OBPP has is to certify the OFLT rates to the
Department of Revenue.

The cash balance in the 0ld Fund at the end of FY94 was $10
million, the claims expenditures are going down, and the revenue
from the OFLT, which is the sole source of funding, is growing.

In FY95, OBPP expects the cash balances to be increased by
another $7 million to $8 million, for a projected cash balance of
$17 million by the end of FY95.

{Tape: 2; Side: B; Approx. Counter: 269.}

Mr. Gengler explained the 0l1d Fund and the OFLT projections.
EXHIBIT 3

{Tape: 2; Side: B; Approx. Counter: 393.}

REP. QUILICI asked how quickly the 0ld Fund Liability Tax would
be paid off if OFLT rates were increased. Mr. Gengler said if
they accelerate the retirement of the debt, the tax would end
much sooner then it would otherwise and the savings would be very
significant. Alternatively, they could allow the tax rate to
trickle down sooner by paying a little bit more now, but in the
long run it would save a lot of money.

SEN. BECK commented that everybody was paying the OFLT--the self-
employed, employees and employers. If they drop the rates slowly
each year, the employer will be paying to the year 2014, but the
employee and the self-employed would be out of the schedule by
the year 2000.

Mr. Gengler said that was correct and the reason is because of
the way the law is written. TIf the 0ld Fund cash balance is $25
million, then every year the rates drop by 5/100%. Since
employees and the self-employed are at .2%, it would take four
years to get down to zero. For employers, the way the law is
written they would go down 5/100% until they get to .3%. Then the
next year they would revert back to the original .28% that was in
effect prior to HB 504.

REP. QUILICI asked how HB 504 affected the $25 minimum charge
that workers’ compensation has. Mr. Gengler stated that the
impact on HB 504 was already in the figures he talked about (see
Exhibit 3). The fiscal impact on the bill was about $1.3 million
less per year, but it’s not terribly significant so there will
still be lots of money left over even if the bill doesn’t pass.

SEN. BECK said that would just cut down the surplus ($1.3
million). He asked if they were going by the $8 million surplus.
Mr. Gengler stated that in this fiscal year they anticipate
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adding another $7 million to $8 million. Mr. Gengler also stated
that the surplus would keep growing.

SEN. BECK asked if it would take legislation to do that. Mr.
Gengler stated that OBPP hadn’t sorted through all the issues,
but at this point they don’t think so. There is a question that
if they pay down some of the debt, will they be setting it aside
with an escrow agent who then invests it and uses it to pay bonds
when they’re due. If the amount of money in escrow doesn’t count
toward the $25 million threshhold then they could do without any
legislation. If they are unable to do that, then the legislation
would be required.

SEN. BECK asked if OBPP saw a problem for the next biennium where
they would get to $25 million and have to reduce rates. Mr.
Gengler stated that would occur in FY97.

CHAIRMAN GRADY stated that if anyone from the subcommittee wanted
to contact State Fund, they could talk to Mr Swanson.

{Tape: 2; Side: B; Approx. Counter: 817.}
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ADJOURNMENT

Adjournment: 12:11 p.m.

B K

ED GRA¥N, Chairman

ﬁgyk/CLAUDIA JOHNSON, Recording Secretary

v

ED/rf

Note: These minutes were edited by Terri Perrigo, LFA.
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EXHIBIT__ o

DATE_/ —30-4 5

INFORMATION ON STATE FUND MANAGEMENT PAY LEVELS

STATE FUND SALARY SCHEDULES - 1993 through 1895

| The following salary schedule comes from the labor contract between the MT Public Employees Association.
The equivalent state employee grade category has been added for informational purposes only.

The following salary schedule pertains to all bargaining unit positions at the State Fund.

State Fund Equivalent

Grade

24
25
26
27
28
29
30
31
32
33

State Grade’

7

8

9
10
11
11
12
13
14
16

Annual
Wage

14,387
15,170
16,015
16,954
17,982
19,175
20,600
22,975
24,874
27,725

95% Entry Rate

Hourly
Wage

6.917
7.293
7.700
8.151
8.645
9.219
9.904
11.046
11.959
13.329

*Equivalent State Grade is based on closest entry level hourly wage.

100% Rate (After 6 Months)

Annual Hourly

Wage Wage
15,144 . 7.281
15,968 7.677
16,858 8.105
17,846 8.580
18,928 9.100
20,184 9.704
21,684 10.425
24,184 11.627
26,183 12.588
29,184 14.031

The following salary scehdule is for all non—bargaining unit positions at the State Fund

33
34
40
41

The non~—bargaining unit grades 33 and 34 reflect supervisory and management positions.

16
18
16
18

27,725
34,377
28,500
33,250

13.329
16.527
13.702
15.986

The grades 40 and 41 reflect policy and administrative oriented positions.

29,184 14.031
36,184 17.396
30,000 14.423
35,000 16.827




The following salary schedule is for all grade exempt positions (as of 1/20/95)
These positions serve at the pleasure of the Board of Directors and/or the President.
Salaries for these positions established upon appointment.
Position Annual
Number Salary
Executive Office

10001 81,047

10002 42,122

10016 29,509

10017 23,321

10030 37,057
Claims Department :

20001 56,435

20003 . 36,727

20110 36,727

Underwriting

30001 48,323

30002 39,106

30029 35,524
Legal :

40001 48,323

Administration

50001 45,677

50002 37,047

50026 33,619

50044 ‘ 34,382

50045 33,711

Human Resources
60001 45,852
60002 34,297
Management Information

70001 38,850

70007 48,214

70015 35,268

Loss Control
80001 45,845
80004 35,526
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