MINUTES

MONTANA HOUSE OF REPRESENTATIVES
53rd LEGISLATURE - REGULAR SESSION

SELECT COMMITTEE ON WORKERS’ COMPENSATION

Call to Order: By CHAIRMAN CHASE HIBBARD, on January 25, 1993,
at 3:00 P.M. '

ROLL CALL

Members Present:
Rep. Chase Hibbard, Chairman (R)
Rep. Jerry Driscoll, Vice Chairman (D)
Rep. Steve Benedict (R)
Rep. Ernest Bergsagel (R)
Rep. Vicki Cocchiarella (D)
Rep. David Ewer (D)

Members Excused: None
Members Absent: None

staff Present: Paul Verdon, Legislative Council
Evy Hendrickson, Committee Secretary

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

Committee Business Summary:
Hearing: None
Executive Action: None

CHAIRMAN HIBBARD introduced Chuck Hunter, Department of Labor and
Industry, to discuss their safety program.

Opening Statement

Chuck Hunter, representing the Department of Labor and Industry,
distributed copies of the organizational chart entitled Safety
Bureau, Research, Safety and Training Division. EXHIBIT 1

The safety bureau does safety inspections, enforces standards and
has the ability to impose standards on public sector employers.
If there are safety violations and unsafe working conditions, the
bureau has the ability to require conformity with the standards.

The safety bureau also provides consultations for private sector
employers. The bureau has no legal jurisdiction to enforce
standards in the private sector but many private sector employers
request the bureau to come in and do safety consultation and
inspections. A written report is given detailing the findings

930125SW.HM1



HOUSE SELECT WORKERS COMPENSATION COMMITTEE
January 25, 1993
Page 2 of 3

and providing recommendations.

The department is placing particular emphasis on safety
consultations and inspections. Safety is one of the areas where
an employer can get a handle on his workers’ compensation costs
by preventing accidents in the work place. The key to the safety
program is for both the employer and the workers to take safety
seriously.

Mr. Hunter reviewed SENATOR HARP’S bill which was introduced at
the request of the Governor. The bureau is very supportive of
the concept of the bill.

REP. HIBBARD asked Mr. Hunter to explain the different functions
of safety as viewed by the State Fund and the bureau.

Mr. Hunter said that both the State Fund and the Department of
Labor have a large interest in preventing accidents in the work
place. They contemplate working with schools and various groups
to establish an awareness of the need for safety in the work
place.

,

REP. COCCHIARELLA asked Mr. Hunter if the FTE requested were on
the chart at the present time or if they would be added. Mr.
Hunter replied they would be added if they were 1nc1uded when the
budget was finalized.

REP. COCCHIARELLA asked if the FTE were in the safety bill or
not. Mr. Hunter said the four FTE were not in the safety bill -
they were in the Governor’s budget.

In response to a question from Rep Driscoll, John Maloney,
Safety Bureau Chief, responded that the mine safety inspectors,
in addition to 1nspecting the coal mines as required four times a
year, also do safety training, first aid and CPR.

REP. BERGSAGEL asked if the request in SENATOR HARP’S bill and
the request from the agency would result in five FTE. Mr.
Maloney said it would result in five.

Mr. Maloney said the coal mining inspector doesn’t work
exclusively on coal mines but it is the majority of the work.

REP. BERGSAGEL asked if there was any coordination between OSHA
and the department. Mr. Maloney replied that each coal mine is
inspected four times per year by the department and each is
inspected twice per year by the federal mine inspectors (OSHA).
In Montana OSHA inspects only private sector entities and the
safety bureau inspects only public sector entities.

REP. EWER asked if the Department of Labor keeps statistics on
injuries. Mr. Maloney replied affirmatively.

REP. HIBBARD asked how many of the 19 FTE were in the area of
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safety consultation and how many in the area of safety
inspection. Mr. Hunter said it’s a mixture and most of the
people are capable of doing both.

Mr. Maloney said under the current operation, consultation comes
only upon request of the private sector. The department is
funded by grants from OSHA; 10% of the budget can be spent in the
on-site consultation program, so it does not consume a great deal
of the department’s time.

REP. EWER said the committee was very interested in knowing what
type of injuries occur and asked for a breakdown on what type of
claims predominate and what steps should be taken to reduce them.
Mr. Maloney said the latest statistics on injuries by industry
and types of injuries had been prepared by the Research Bureau at
the Department of Labor and was available. Mr. Maloney said it
contained all injuries but didn’t break them down according to
plan by injuries, lost-time injuries or how many days were missed
as a result of the injury. In conclusion, Mr. Hunter said the
statistics show how much is unknown about accidents. He also
said the areas where the department would like spend significant
time would be the high hazard industries.

-

ADJOURNMENT

Adjournment: 4:20 p.m.

REP. CHASE HIBBARD, Chairman

EVY HENDR%L}CKSON, S?cr_etary
CH/eh é?ﬂ
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BACKGROUND OF THE "OREGON MIRACLE"

Prepared for
HOUSE JOINT SELECT COMMITTEE ON WORKERS’ COMPENSATION
By Paul Verdon, Staff Researcher
January 22, 1993

The modifications in the Oregon workers’ compensation system that
occurred in 1988-90 resulted in a turnaround of its financial
situation so dramatic that it is commonly referred to as the
"Oregon Miracle".

ATTACHED IS A COPY 1990 OREGON WORKERS’ COMPENSATION
REFORM LAW COMPARISON WHICH OUTLINES THE CHANGES THAT
CONTRIBUTED TO THE TURNAROUND

MONTANANS FIND MAJOR CHANGES IN OREGON’S COMPENSATION LAW

After visiting Oregon last year, a group of Montana State Fund
executives found that a number of major changes in Oregon’s
workers’ compensation law in 1990 stimulated the dramatic
turnaround. These included:'

1. Development of Managed Care Organizations (MCO) which
resulted in cost-effective, high-quality care for the
claimant. Savings were estimated at approx1mately $12
million in the first year. .

2. Major reforms in the laws and administrative rules: the
definition of a job-related injury was changed and the
claimant must have objective medical evidence that he
did suffer an injury. Aggravation of a pre-existing
condition is limited to the extent of the aggravation

“only, and to be compensable the claimant’s disability
has to be caused more than 50% by the aggravation.

3. Development of an early return to work program and the
establishment of a fraud control and investigative
unit.

4. Severe restriction on the role of chiropractic, now
limited to a maximum of 12 treatments or 30 days,
thereafter only at the prescription of a treating
medical doctor. A chiropractor cannot declare or keep a
person disabled more than 30 days.

Because SAIF is willing to defend against frivolous claims or
overcharges with all its resources, those kinds of claims have
dropped significantly.

The SAIF Claims Division’s objective is to:

1. Accept compensable claims promptly and target 14 days.
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2. Return claimants to work as soon as possible either
through an early return to work program or speedy
resolution of the claim.

3. For acceptance of a claim, the burden of proof is on the
claimant.

SAIF sees its first responsibility as to its customers, the
policyholders, and involves the policyholder in claims handling
from the beginning. :

SAIF employs 1,150 people and handles about 39,000 new incident
reports per year. The staff of the Montana State Fund handles
about 21,000 new claims per year and would have to be more than
doubled to approximate Oregon’s staffing pattern.

SAIF’S ANTI-FRAUD CAMPAIGN

By 1988, phony claims, bogus medical bills and other problems in
Oregon’s workers’ compensation system had burdened Oregon with
the eighth highest rates in the nation. SAIF Corporation, the
state’s largest workers’ compensation insurance carrier, was
suffering losses of $1 million a week. But SAIF turned itself
ardund. in two years and in 1990 made nearly $46.5 million,
lowered rates by 10%, and paid a $20 million dividend.. A
crackdown on fraud played a large part in the improvement.

When a former deputy state attorney general was appointed head of
SAIF in 1988 he recognized the damage fraud was causing and made
fighting fraud a high priority. A Fraud/Investigations Division
was created, and investigators, many of them former police
officers with training in investigations, were hired and a "fraud
hotline'" was established. A chief architect of the anti-fraud
program was an attorney who had spent 22 years as a trial lawyer
defending doctors in medical malpractice cases. A staff of more
than 50 people used a full range of investigative tactics
including photographic surveillance and undercover agents to
ferret out and prosecute cheaters.

In its first 20 months, the hotline generated more than 2,300
investigations. In the first two years, the investigators -
obtained more than $1 million in judgments against or settlements
with 22 medical providers and actions were pending against 24
more. In some cases medical care providers were sentenced to
jail, lost their licenses to practice or were barred forever from
treating injured workers employed by SAIF policyholders. SAIF
also successfully prosecuted nearly 40 persons for theft,
perjury, and other criminal charges and filed charges against
dozens more.

The war on fraud has been cost effective, receiving more in
judgments, awards, settlements, and restitutions amounts than it
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was paying out in operating cost, but officials say its real
value has been in the deterrent effect on others. Total claims
filed with SAIF dropped 24% by the end of 1990, and the fraud
program was thought to be a significant factor in the drop. The
anti-fraud program gave SAIF a reputation for wanting to preserve
the integrity of the insurance program and this gave it a
competitive edge that contributed to $27 million in new business
in 1990 and a customer retention rate of 97%.2

ASSIGNED RISK POOL

In 1980, an Assigned Risk Pool was established to make workers’
compensation insurance available to employers unable to obtain
coverage in the voluntary market. Beginning in October 1989, SAIF
Corporation began the nonrenewal of policies held by
approximately 10,000 employers, but the majority of the
nonrenewals were not effective until 1990, when many of those
employers fell into the Assigned Risk Pool. By the end of 1990,
the number of policyholders in the Pool had jumped to 14,882,
more than four times as many as a year earlier. Net premiums
written in the pool totaled $71.9 million, up 150% from 1989,
while the average premium per risk dropped from $7,874 in 1989 to
$4,834 in 1990. The premiums of all employers in the Pool are
subject to the ARP expense loading factor. In the first half of
1990, that factor was 1.719 and increased to 1.738 on July 1,
1990. The average factor in the voluntary market for 1990 was
1.260.

Under the Assigned Risk Plan, SAIF, Liberty Northwest, and
Employers Insurance of Wausau act as service providers. ARP net
operating losses are apportioned to all insurers, based on their
share of workers’ compensation premiums written in Oregon’s
voluntary market. The burden of risk pools upon the voluntary
market in the 33 jurisdictions with similar pools was over 16% of
voluntary written premiums in 1990. In Oregon, the burden was
7.2%, up from 3.8% in 1989. Oregon’s assigned risk premiums were
9.8% of total workers’ compensation premiums written by SAIF and
private insurers, compared to the 24.1% pool market share for the
33 jurisdictions overall.3

1. INTEROFFICE MEMORANDUM, Montana State Compensation Mutual
Insurance Fund, April 7, 1992

2., SAIF Corporation’s Anti-fraud Campaign, memo prepared by SAIF

3. Oregon Worker’ Compensation Premiums, CY 1990, Research and
Analysis Section, Oregon Department of Insurance and Finance
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