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Serede BLLNO. 27

INTRODUCED BY [/ /1 ronAs

¢
f

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE ASSESSMENT PROCEDURES FOR THE
WORKERS' COMPENSATION SUBSEQUENT INJURY FUND; PROVIDING FOR A RUNOFF OF CLAIMS
CURRENTLY ADMINISTERED BY THE SUBSEQUENT INJURY FUND; PROVIDING FOR TRANSFER AND
DISTRIBUTION OF FUNDS HELD IN THE SUBSEQUENT INJURY FUND; AMENDING SECTIONS 33-16-1008,
39-71-504,38-71-203,39-71-906,39-71-907, 39-71-908, AND 39-71-909, MCA; REPEALING SECTIONS
39-71-902, 39-71-910, AND 39-71-913, MCA; AND PROVIDING EFFECTIVE BATES."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

NEW SECTION. Section 1. Assessment of insurers -- definition. (1) As used in this section, "paid
losses"” means the following benefits paid during the preceding calendar year for injuries covered by the
Montana Workers' Compensation Act without regard to the application of any deductible regardless of
whether the employer or the insurer pays the losses:

{a) total compensation benefits paid; and

{b) total medical henefits paid for medical treatment rendered to an injured worker, including
hospital treatment and prescription drugs.

(2} The fund must be maintained by assessing each plan No. 1 employer, each plan No. 2 employer,
and plan No. 3, the state fund, a proportion of the amount expended frem the fund during each calendar
year. The total assessment amount must be allocated among plan No. 1 employers, plan No. 2 insured
employers, and plan No. 3, the state fund, based on paid losses from the fund for the calendar year
preceding the year in which the assessment is collected.

(3) The portion of the total aggregate assessment that must be coliected from ali plan No. 1
employers, all plan No. 2 insured employers, and plan No. 3, the state fund, is equal to that portion of the
individual plan’s total paid losses and a proportionate share of administrative expenses reimbursed or paid
from the fund in the calendar year preceding the year in which the assessment is collected.

{4} The method of assessing plan No. 1 employers, plan No. 2 insured employers, and plan Na. 3,
the state fund, is as follows:
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{a} on plan No. 1 employers, based on paid losses;

{b) ‘on ptan No. 2 insured employers, a surcharge based on the premium collected by insurers; and

{c) on plan No. 3, the state fund, based on paid losses.

{5) On or before February 1 each year, the department shall notify each plan No. 1 employer and
plan No. 3, the state fund, of the amount to be assessed against the employer or the state fund for that
calendar year. On or before February 1 each year, the department, in consuitation with the advisory
organization designated under 33-16-1023, shall notity insurers of the premium surcharge rate to be
effective for policies written or renewed on and after January 1 in that calendar year.

(6) The portion of the plan No. 1 assessment assessed against an individual plan No. 1 employer
is a proportionate amount of total plan No. 1t paid losses during the preceding calendar year that is equal
to the percentage that the total paid losses of the individual plan No. 1 employer bore to the total paid
losses of all ptan No. | employers during the preceding calendar year,

(7) The portion of the plan No. 2 assessment subject to premium surcharge for an individual plan
No. 2 employer is a propertionate amount of total plan No. 2 paid losses during the preceding calendar year
that is equal to the percentage that the total paid losses of the individual plan No. 2 employer bore to that
the total paid iosses of all plan No. 2 insurers during the preceding calendar year.

{8} Amounts assessed against plan No. 1 employers, the surcharge rate applicable to policies of
plan No. 2 insured employers, and the amount assessed against the state fund must be sufficient to
generate revenue needed to satisfy obligation of the fund. If the department subsequently determines that
amounts assessed are insufficient to meet the fund’s obligations during a calendar year, it may assess plan
No. 1 employers, plan No. 2 insurers, and plan No. 3, the state fund, an additional amount to cover any
anticipated deficiency based upon the allocation for that calendar year determined under subsection (3}.
Plan No. 1 employers, plan No. 2 insurers, on behalf of their policyhelders, and plan No. 3, the state fund,
shall remit the emergency assessment within 30 calendar days of notice of the emergency assessment.

{8) Exceptfor payment of the emergency assessment, payment of assessments due must be made
to the department semiannuaily on March 1 and September 1 of the year following the calendar year in
which the assessment is based.

(10) Each plan No. 2 insurer providing workers' campensation insurance shall colfect from each
of its policyholders an amount equal to the insured employer’s fund assessment through a surcharge based

on premium. The assessments must include any amounts paid by plan No. 2 insurers on behalf of their
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policyholders to cover an emergency assessment by the department during the previous calendar year.
When collected, assessments may not constitute an element of loss for the purpose of establishing rates
for workers' compensation insurance but, for the purpose of collection, must be treated as separate costs
imposed upen insured employers. The total of this assessment must bé stated as a separate cost on an
insured employer’'s policy or on a separate document submitted by the insured employer and must be
identified as "workers’ compensation policyholder surcharge"-. Each assessment must be shown as a
percentage of the total workers’ compensation policyhoider premium. The premium surcharge must be
collected at the same time and in the same manner that the premium for the coverage is collected. The
premium surcharge must be excluded from the definition of premiums for all purposes, including
computation of insurance producers’ commissions or premium taxes, except that an insurer may cancel a
waorkers’ compensation policy for nonpayment of the premium surcharge. Cancellation must be in
accordance with the procedures applicable t¢ the nonpayment of premium,

(11) All assessments paid to the department must be deposited in the fund. Any balance remaining
at the end of any fiscal year does not revert to the general fund. The costs of administration of the fund

must be paid out of money in the fund.

Section 2. Section 33-16-1008, MCA, is amended to read:

"33-16-1008. Definitions. As used in this part, the following definitions apply:

(1) "Accepted actuarial standards” means the standards adopted by the casuaity actuarial society
in its Statement of Principles Regarding Property and Casualty Insurance Ratemaking and the Standards of
Practice adopted by the actuarial standards board.

(2) "Advisory organization” means a person or organization that either has two or more member
insurers or is controtled either directly or indirectly by two or more insurers and that assists insurers in
ratemaking-related activities. The term does not include a joint underwriting association, any actuarial or
legal consultant, or any employee of an insurer or insurers under common control or management or their
employees or manager. As used in this subsection, two or more insurers who have a common ownership
or operate in this state under common management or cantrol constitute a single insurer.

(3} "Classification system” means the plan, system, or arrangement for recognizing differences in
exposure to hazards among industries, occupations, or operations of insurance policyholders.

{4} "Cantingencies” means provisions in rates to recognize the uncertainty of the estimates of
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losses, loss adjustment expenses, other operating expenses, and investment income and profit that
comprise those rates. The provisions may be explicit, including but not limited to a specific charge to reflect
systematic variations of estimated costs from expected costs, or implicit, including but not limited to a
consideration in selecting a single estimate from a reasonable range of estimates, or both.

(5} "Developedlosses” means adjusted losses, including loss adjustment expenses, using accepted
actuarial standards to eliminate the effect of differences between current payment or reserve estimates and
those needed to provide actual ultimate loss payments, including loss adjustment expense payments.

{6) "Expenses" means the portion of a rate that is attributable to acquisition, filed supervision and
collection expenses, general expenses and taxes, licenses, or fees.

{7) "Experience rating” means a rating procedure using past insurance experience of the individual
policyhoider to forecast future losses by measuring the policyholder’s loss experience against the loss
experience of policyholders in the same classification to produce a prospective premium credit, debit, or
unity modification.

{8) "Insurer" means a person licensed to write workers’ compensation insurance as a plan No. 2
insurer under the laws of the state.

(9) "Loss trending” means a procedure for projecting developed losses to the average date of loss
for the period during which the policies are to be effective, including loss ratio trending.

(10) "Market” means the interaction in this state between buyers and plan No. 2 sellers of workers’
compensation and employer’s liability insurance pursuant to the provisions of this part.

(11) {a) "Prospective loss costs” means historical aggregate losses and loss adjustment expenses,

including all assessments that are loss-based and exciuding any separately stated policvholder surcharges,

projected through development to their ultimate value and through trending to a future point in time and
ascertained by accepted actuarial standards.

{b] The term does notinciude provisions for profit or expenses other than loss adjustment expenses
and assessments that are loss-based.

(12) "Pure premium rate” means the portion of the rate that represents the loss cost per unit of
exposure, including loss adjustment expense.

{13) (a) "Rate” or "rates" means rate of premium, policy and membership fee, or any other charge
made by an insurer for or in connection with a contract or policy of workers’ compensation and employer’s

liability insurance, prior to application of individual risk variations based on loss or expense considerations.
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{b) The term does not include minimum premiums.

(14} "Reserve estimates™ means provisions for insurer obligations for future payments of loss or
loss adjustment expenses.

{15) "Statistical plan” means the plan, system, or arrangement that is used in collecting data.

{16) "Supplementary rate information” means a manual or plan of rates, statistical plan,
classification system, minimum premium, policy fee, rating rule, rate-related underwriting rule, and any
other information needed to determine the applicable premium for an individual insured that is consistent
with the purposes of this part and with rules prescribed by rule of the commissioner.,

{17) "Supporting information™ means the experience and judgment of the filer and the experience
or data of other insurers or advisory organizations relied on by the filer, the interpretation of any statistical
data relied on by the filer, descriptions of methods used in making the rates, and any other similar

information required to be filed by the commissioner.”

Section 3. Section 39-71-504, MCA, is amended to read:

"39-71-504. Funding of fund -- option for agreement between department and injured employee.
The fund is funded in the following manner:

{1} The department may require that the uninsured employer pay to the fund a penalty of either
up to double the premium amount the employer would have paid on the payroll of the employer’'s workers
in this state if the employer had been enrolled with compensation plan No. 3 or $200, whichever is greater.
In determining the premium amount for the calculation of the penalty under this subsection, the department
shall make an assessment on how much premium would have been paid on the employer’s past 3-year
payroll for periods within the 3 years when the employer was uninsured.

{2) The fund shall receive from an uninsured employer an amount equal to all benefits paid or to

be paid from the fund to an injured employee of the uninsured empioyer.

{41(3) The department may enter into an agreement with the injured employee or the employee’s
beneficiaries to assign to the employee or the beneficiaries all or part of the funds received by the

department from the uninsured employer pursuant to subsection (2)."
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Section 4. Section 39-71-903, MCA, is amended to read:
"39-71-903. Procedure and practice. When a vocationally handicapped person receives apersonal

an injury, as defined in 39-71-119, the procedure and-prastice provided in this chapter applies tc al!

proceedings under this part, except where specifically otherwise provided hereir."

Section 5. Section 39-71-906, MCA, is amended to read:

"39-71-906. Employer hiring or retaining certified vocationally handicapped person to file

information with department -- effect of failure to file .- _department to ngtify insurer. {1) Ypen

the The employer shall submit to the department, on forms furnished by the department, ali pertinent
information requested by the department;

ta) within 60 days after the filing of an application by an employee for certification as vocaticnally

handicapped or 60 days after the first day of the vocationally handicapped person’s employment or

retention in employment: and

{b) before an injury for which benefits are payable under this part.

{2} The department shall acknowledge receipt of the information. Failure to file the required

information with the department within 80-days-afterthe-first day-of the-vocationally-hardicapped-persons
employrmenterretentionin-erpleyrrent the time required under subsection [1) precludes the employer from
the protection and benefits of this part upless—the-infermation-is—tiled-beiore-arinjurytor which-berefits

Section 6. Section 39-71-907, MCA, is amended 1o read:
"39-71-907. Certified vocationally handicapped person to be compensated for injury as provided
by chapter -- insurer liability for compensation limited -- appropriation. (1) A person certified as vocationally

handicapped who receives a-persensal an injury arsirg—est—oi-andin—tho—seurse—oi employment—and
resuiting, as defined in 39-71-119, that results in death or disability must be paid compensation in the

manner and to the extent provided in this chapter or, in case of death resulting from sweh the injury, the
compensation must be paid 1o the person’s beneficiaries ar dependents. The liability of the insurer for
payment of medical and burial benefits as provided in this chapter is limited to those benefits arising from

services rendered during the period of 104 weeks after the date of injury. The liability of the insurer for
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payment of benefits as provided in this chapter is limited to 104 weeks of compensation benefits actually
paid. Thereafter, all compensation and the cost of all medical care and burial is the liability of the fund.
{2) The amounts necessary for the payment of benefits from this fund are statutorily appropriated,

as provided in 17-7-602, from this fund.”

Section 7. Section 39-71-908, MCA, is amended to read:

"39-71-908. Notification of fund of its potential liability under part -- review by fund. Not less than
80-crmerethan—50 60 days before the expiration of 104 weeks after the date of injury, the insurer shall
notify the fund whether it is likely that compensation may be payable beyond a period of 104 weeks after

the date of the injury. Fhe-und-thereakter After notification, the fund may review, at reasonable times,

sueh the information as the insurer has regarding the aeeidentand-the—ratire-ard-axtentoithe injury and

disability."

Section 8. Section 39-71-809, MCA, is amended to read:

n39_71_909. EF‘ I F ‘ l; ‘ -I . .F . F . . | I. | l. .I.
subsequent-hotification-byfund-authorized Insurer to pay benefits -- reimbursement by fund. H—thetund

beretits,—the—The insurer shall continue to make payments on behalf of the fund and shal must be

reimbursed by the fund for all benefits paid in excess of the insurer’s liability. Mewever—atanytime

NEW SECTION. Section 9. Transfer and credit of excess funds held in subsequent injury fund.

(1) On or before December 31, 1997, the department of labor and industry shall retain an independent
actuary to calculate fully developed case reserves for those claims that are the liability of the fund.

(2) Claims that are identified and that are being reimbursed from the fund on or before July 1,
1697, must be paid from the reserves.

(3) The independent actuary shall calculate the sum necessary to reimburse 1 year’s anticipated

payments of benefits on claims reported to and being reimbursed by the fund, which must be retained in
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the fund.

(4) The funds in excess of those necessary to pay the claims identified in subsections (2) and (3)
in the fund, if any, must be transferred to the administration fundin 39-71-201 and credited 1o insurers as
follows:

(a) A proportionate share of the remaining funds to be credited must be allocated among plan No.
1, plan No. 2, and plan No. 3 in the proportion that the individual plan‘s aggregate contributions for the
preceding b years bear to the total assessment in the preceding & vyears.

(b) The shares allocated to plan No. 1 and plan No. 2 must be credited to the individual plan No.
1 employers and plan No. 2 insurers authorized to transact insurance in Montana at the time of allocation.
The credit must be allocated among insurers proportionately based on the prorated share that the amount
the insurer paid on the plan No. 1 or plan No. 2 assessment for the fiscal year ending June 30, 1997, bore
to the total assessment paid by plan No. 1 or plan No. 2 in the fiscal year ending June 30, 19987. The
amount calculated must be credited to the plan No. 1 or plan No. 2 assessment for the administration fund
in 39-71-201.

{c! The shares allocated to plan No. 3, the state fund, must be credited to the state fund’s

assessment for the administration fund in 39-71-201.

NEW SECTION. Section 10. Repealer. Sections 39-71-902, 39-71-810, and 39-71-813, MCA, are

repeated.
NEW SECTION. Section 11. Codification instruction. [Section 1] is intended to be codified as an

integral part of Title 39, chapter 71, part 9, and the provisions of Title 39, chapter 71, part 9, apply to

{section 1].

NEW SECTION. Section 12. Effective dates. (1) [Sections 1 through 8 and 10] are effective

January 1, 13298,
(2] [Sections 9 and 11 and this section] are effective on passage and approval.

-END-
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Fiscal Note for SBQ375., as introduced
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SIBTION O SED SLATION

An act revising the assessment procedures for the Workers' Compensation subsequent injury

fund; previding fer a runoff of claims currently administered by the subsequent injury

fund; and preoviding for transfer and distributicon of funds held in the subseguent in-ury

fund

ASSUMETIONS: .

Gereral

1. The Subsequent Injury Fund (5IF) must be maintained by assesgment against the Flan
1, Plan 2, and Plan 3 members.

2. The total assessment amcunt to be allccated among Plan 1, Plarn 2, and Plan 3 memtcers
is equal to the indivicdual member’s portion of total paid losses plus a
proporticnate share cof administrative expenses incurred by the SIF.

2 Current claims will continue tc be paid from the SIF.

The $1,00C death bernefit provided under current law in 38-71-502, MCh, will be
repealed.

5. This legislation would change the annual assessment for the SIF from the current
metnodelogy of up to 5% of compensation paid by the insurer in the previous fiscal
year to a methodeclogy assessing self insurers and the State Fund based on the
previcus calendar year pald iosses, and assessing insurance companies based on a
surtax applied to premium they collected in the previocus calendar vear.

tate Fund

€. An actuarial valuaticon as of July 1, 1997, will show unpaid liabilities on known
claims to total $1,397,112.

7. Currerntly, 24 of the %3 open SIF claims {25.8%) are attributable to the State Fund.

5. Historic SIF pavments on State Fund claims have been as follows: fiscal 189> - $SC:
fiscal 18%6 - $7,765.

9. State Fund assessments have been as follows: fiscal 1895 - $2%9,1.¢; fiscal 193¢ -
$459,795; fiscal 1837 - 5385,185 (63% of total assessment for fiscal 128&7).

i0. An actuarzal report as of June 30, 19%6, indicates SIF assessment under current law
should be 0.25% of paid member benefits. Currently, the assessment rate 15 0.7037%,

11 Under current law, at 0.25% of paid benefits, preojected State Fund assessment would
be: fiscal 1998 - $196,421; fiscal 1999 - $191,375.

12, Under proposed law, SIF-paild State Fund claims are prcjected to be: fiscal 19%8 -
$1¢, 000; fiscal 1999 - $12,500

13. The effect of emergency funding described in Section 1, paragraphs (8) and (9) of
the propcsed law cannot be determined.

14. 31T assets not needed for full-funding of known claims plus one year’'s funding of
new claims filed on or after July 1, 1897, as actuarially determined, will be
distr:buted back to SIF members based on percent of centribution.

13. Estimated assets available for crediting to administrative assessment fund in 39-71-
201, MCA, fcr SIF members at June 20, 1997, after 1 year’s funding of new claims and
reserve for known claims are:

EY 9/
Estimated SIF assets at June 30, 1997 $5,029,0¢%3
Estimated reserve at June 30, 1997 for known claims $1,387,112
1 year’'s estimated pavyments con new
claims reported on/after July 1, 19%7 $85,000
Cost of actuarial review and Administrative assessment $49,500C
Assets avallable for distribution 3,497,481
1€. State Fund portaon of distribution, based on five year contributiorn rate (€7.7%),

b

-1

would be about $2,387,7%4.

Over the & year period {fiscal 19%%1 through fiscel 18%¢), the 3tate Fund has paid

SIT assessments totaling $2,127,208 while recoveries under SIF benefits have totaled
i

S$S37€,466. Under current law, State Fund has had a net expenditure cf §1,750,74:2
through fiscal 199%¢.

Qs dai_22047" _fuillg 200m

DAVE LEWIS, BUDGET DIRECTOR DATE PRthQFOMAS PRIMARY SPONSO DATE
Cffice of Budget and Program Planning

T1scal Note Zfor SEQ37%5, gs ntroduced
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Fiscal Note Reguest, 3$BO375, as intreduced
Page 2
{continued)

Department of Labor and Industry
18. A ocne-time-only actuarial analysis in fiscal 1998 would be required to identify

the liability of claims filed pricr te July 1, 1997, and one year anticipated
reserves. The cost of an actuarial study 1s currently included 1in the agency
base budget; however, the study required by this legislation involves a more
complex analysis which is anticipated to increase the cost by an additional
35,000 in fiscal 1998,

13. The actuarial analysis would also identify any amount in excess of what is
needed to fund claim liability. The excess amount, if any, would be transferred
to the administrative assessment account provided for in 3%-71-201, to reduce
the amount due 1n the fiscal 1999 administrative assessment from Plans 1, 2, and
3. The credit would be based on aggregate contributions by the three plans in
the preceding 5 years. The relative share to self-insured employers would be
credited against the amount due to thecse authorized teo self-insure at the time
credit is ildentified. The relative share to insurance companies would be
credited against the amount due from those authorized to transact insurance in
the state at the time the credit 1is identified. The relative share to plan three
would be credited to the amount due from the State Fund.

20. Crediting the unobligated balance 1n SIF to the Workers’ Compensaticn
administrative fund would occur only 1in fiscal year 1999.
21. This legislation separates the billing mechanism for the SIF assessment from the

administrative assessment by establishing a different time table for assessment
and collection. The new billing schedule proposed in this legislation would
require a separate mailing activity, at an annual new cost of 5500, starting in
fiscal 1899.

22. Other workload changes created by the new procedures in this legislation would
be absorbed by the current staff.
23. Eliminating the 31,000 per individual industrial death assessment (page 5, lines

25-27) will require SIF to include this historic offset in its new assessment
base. In fiscal 1996 the assessment revenue to SIF through this portion of
statute was $17,000.

24. Administrative costs of SIF would be included in the allocation of costs to the
plans and would c¢ontinue to be funded by SIF assessment.

FISCAL IMPACT:
FYS8 Y399

State Fund Difference Difference
Expenditures:

Enterprise Fund  (06) (52,470C,573) ($99, 825)

Funding:
Enterprise Fund (06) (2,470,573) ({99,825)

Department of Labor and Industry
Expenditures:
Cperating Costs $5, 000 $500

Funding:
SIF (06) 55,000 5500

Net Impact:
State Fund

1. Proposed law will reduce State Fund expenditures by $2.5 million over the biennium.

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION:
State Fund

1. Reduced expenditures may decrease pressure on rates charged to State Fund customers.

Department of Labor and Industry

2. The abllity to invest in STIP and collect interest earnings in the fund is repealed by

this legislation. Interest earnings for SIF in fiscal 1996 were $117,918.

TECHNICAL NOTES:

Department of Labor and Industrv
The reporting of benefits for the fourth quarter of a calendar year is not complete untzil
March of any given year, which makes an assessment in February impractical.
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APPROVED BY COM ON LABCR
& EMPLCYMENT RELATIONS

SENATE BILL NO. 375
INTRODUCED BY THOMAS

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE ASSESSMENT PROCEDURES FOR THE
WORKERS' COMPENSATION SUBSEQUENT INJURY FUND; PROVIDING FOR A RUNOFF OF CLAIMS
CURRENTLY ADMINISTERED BY THE SUBSEQUENT INJURY FUND; PROVIDING FOR TRANSFER AND
DISTRIBUTIONOF FUNDS HELD IN THE SUBSEQUENT INJURY FUND; AMENDING SECTIONS 33-16-1008,
39-71-504, 39-71-903, 38-41-906; AND 39-71-907, 3871+908-AND-38-71-909; MCA; REPEALING
SECTIONS 39-71-902, 39-71-910, AND 39-71-913, MCA; AND PROVIDING EFFECTIVE DATES."

n
£

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

NEW SECTION. Section 1. Assessment of insurers -- definition. (1) As used in this section, "paid
losses" means the following benefits paid during the preceding calendar year for injuries covered by the
Montana Workers” Compensation Act without regard to the application of any deductible regardless of
whether the employer ar the insurer pays the losses:

{a) 1otal compensation benefits paid; and

{b) EXCEPT FOR MEDICAL BENEFITS IN EXCESS OF $200,000 PER OCCURRENCE THAT ARE

EXEMPT FROM ASSESSMENT, total medical benefits paid far medical treatment rendered to an injured
worker, including hospital treatment and prescription drugs.

(2} The fund must be maintained by assessing each plan No. 1 employer, each plan No. 2 INSURED
emptoyer, and plan No. 3, the state fund, a proportion of the amount expended from the fund during each

calendar year. THE TOTAL AMOUNT OF FUNDS RETAINED IN THE FUND PLUS THE ASSESSMENT MAY

NOT EXCEED TWICE THE TOTAL AMOUNT OF PAID LOSSES REIMBURSED FROM THE FUND IN THE

PRECEDING CALENDAR YEAR. The total assessment amount COLLECTED must be allocated among plan

No. 1 employers, plan No. 2 insured employers, and plan No. 3, the state fund, based on paid losses
REIMBURSED from the fund for the calendar year preceding the year in which the assessment is collected.

{3) The portion of the total aggregate assessment that must be coliected from all plan No. 1
employers, all plan No. 2 insured employers, and plan No. 3, the state fund, is equal to that portion of the
individual plan’s total paid losses and a proportionate share of admimistrative expenses reimbursed or paid

, SECOND READING
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1 from the fund in the calendar year preceding the year in which the assessment is collected.

LN 7 R N

(8]

»

t6H4) On or hefare Febrasry—+ MARCH 31 each year, the department shall notify each plan No.

8 1 employer, PLAN NO. 2 INSURER, and plan No. 3, the state fund, of the amount t0 be assessed against

9 the employer or the state fund for that calendar year. On or before Febraary—+ MARCH 31 each year, the
10 department, in consultation with the advisory organization designated under 33-16-1023, shall notify PLAN
11 NO. 2 insurers of the premium surcharge rate to be effective for palicies written or renewed on and after
12 January 1 in that calendar year.

13 46}{5) The portion of the plan No. 1 assessment assessed against an individual plan No. 1 employer
14 is a proportionate amount of total plan No. 1 paid losses during the preceding calendar year that is equal
15 to the percentage that the total paid losses of the individual plan No. 1 employer bore to the totai paid
16 losses of all plan No. | employers during the preceding calendar year.

17 £4(8) The portion of the plan No. 2 assessment subject to premium surcharge for an individual plan
18 No. 2 INSURED employer is a proportionate amount of total plan No. 2 paid losses during the preceding
19 calendar year that is equal to the percentage that the total paid losses of the individual plan No. 2 INSURED
20 emplover bore to that the total paid losses of all plan No. 2 insurers during the preceding calendar year.

21
22
23
24
25
26
27

28

29 {B1{7) Exceptiorpaymentefthe-emergeney-assessmentpayment PAYMENT of assessments due
30 must be made to the department semiannually on Mares-1 JUNE 30 and September— DECEMBER 31 of
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the year following the calendar year in which the assessment is based.
648} Each plan No. 2 insurer providing workers’ compensation insurance skat MAY collect from
each of its policyholders an amount equal to the insured employer’s fund assessment through a surcharge

based on premium.

When coliected, assessments may not constitute an element of loss for the purpose of establishing rates

for workers’ compensation insurance but, for the purpose of collection, must be treated as separate costs
imposed upon insured employers. The total of this assessment must be stated as a separate cost on an
insured emplioyer’s policy or on a separate document submitted by the insured employer and must be
identified as "workers’ compensation policyholder surcharge”. Each assessment must be shown as a
percentage of the total workers’ compensation policyholder premium. The premium surcharge must be
collected at the same time and in the same manner that the premium for the coverage is collected. The
premium surcharge must be excluded from the definition of premiums for all purposes, including
computation of insurance producers’ commissions or premium taxes, except that an insurer may cancel a
workers’ compensation policy for nonpayment of the premium surcharge. Cancellation must be in
accordance with the procedures applicable to the nonpayment of premium.

41(9) All assessments paid to the department must be deposited in the fund. Any balance
remaining at the end of any fiscal year does not revert to the general fund. The costs of administration ot

the fund must be paid out of money in the fund.

Section 2. Section 33-16-1008, MCA, is amended to read:

"33-16-1008. Definitions. As used in this part, the following definitions apply;

(1) "Accepted actuarial standards” means the standards adopted by the casualty actuarial society
in its Statement of Principles Regarding Property and Casualty Insurance Ratemaking and the Standards of
Practice adopted by the actuarial standards board.

{2) "Advisory organization" means a person or organization that either has two or more member
insurers or is controlled either directly or indirectly by two or more insurers and that assists insurers in
ratemaking-related activities. The term does not include a joint underwriting assaciation, any actuarial or
legal consultant, or any employee of an insurer or insurers under commaon contral or management or their
employees or manager. As used in this supsection, two or more insurers who have a comman cwnership
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or operate in this state under common management or control constitute a single insurer.

{3} "Classification system" means the plan, system, or arrangement for recognizing differences in
exposure to hazards among industries, occupations, ar operations of insurance policyholders.

(4} "Contingencies" means provisions in rates to recognize the uncertainty of the estimates of
losses, loss adjustment expenses, other operating expenses, and investment income and profit that
comprise those rates. The provisions may be explicit, including but not limited 1o a specific charge to reflect
systematic variations of estimated costs from expected costs, or implicit, including but not limited to a
consideration in selecting a single estimate from a reasonable range of estimates, or both.

(6) "Developed losses” means adjusted losses, including loss adjustment expenses, using accepted
actuarial standards to eliminate the effect of differences between current payment or reserve estimates and
those needed to provide actual ultimate loss payments, including loss adjustment expense payments.

(6) "Expenses" means the portion of a rate that is attributawle to acquisition, lileu supervision and
collection expenses, general expenses and taxes, licenses, or fees,

(7) "Experience rating" means a rating procedure using past insurance experience of the individual
policyholder to forecasi future losses by measuring the policyholder's loss experience against the loss
experience of palicyholders in the same classification to produce a prospective premium credit, debit, or
unity modification.

(8) "Insurer” means a person licensed 1o write workers' compensation insurance as a plan No. 2
insurer under the iaws of the state.

(9) "Loss trending” means a procedure for projecting developed losses to the average date of loss
for the period during which the policies are to be effective, including loss ratio trending.

{10} "Market” means the interaction in this state between buyers and plan No. 2 sellers of workers’
compensation and employer’s liability insurance pursuant to the provisions of this part.

{11} (a) "Prospective loss costs" means historical aggregate losses and loss adjustment expenses,

including all assessments that are loss-based and excluding any separately stated policyholder surcharges,

projected through development to their ultimate value and through trending to a future point in time and
ascertained by accepted actuarial standards.

(b} Theterm does notinclude provisions for profit or expenses other than loss adjustment expenses
and assessments that are loss-based.

(12) "Pure premium rate” means the portion of the rate that represents the loss cost per unit of
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exposure, including loss adjustment expense,

{13) (a) "Rate” or "rates” means rate of premium, policy and membership fee, or any other charge
made by an insurer for or in connection with a contract or policy of workers’ compensation and employer's
liability insurance, prior to application of individual risk variations based on loss or expense considerations.

(b} The term does not include minimum premiums.

(14} "Reserve estimates” means provisions for insurer obligations for future payments of loss or
loss adjustment expenses.

(15) "Statistical plan™ means the plan, system, or arrangement that is used in collecting data.

{16) "Supplementary rate information” means a manual or plan of rates, statistical plan,
classification system, minimum premium, policy fee, rating rule, rate-related underwriting rule, and any
other information needed to determine the applicable premium for an individual insured that is consistent
with the purposes of this part and with rules prescribed by rule of the commissioner. ‘

{17} "Supporting information” means the experience and judgment of the filer and the experience
or data of ather insurers or advisory organizations relied on by the filer, the interpretation of any statistical
data relied on by the filer, descriptions of methods used in making the rates, and any other similar

information required to be filed by the commissioner."”

Section 3. Section 39-71-504, MCA, is amended to read:

“39-71-504. Funding of fund -- option for agreement between department and injured employee.
The fund is funded in the following manner:

(1) The department may require that the uninsured employer pay to the fund a penaity of either
up to double the premium amount the employer would have paid on the payroll of the employer’s workers
in this state if the employer had been enrciled with compensation pian No. 3 or $200, whichever is greater.
In determining the premium amount for the calculation of the penaity under this subsection, the department
shail make an assessment on how much premium would have been paid on the employer's past 3-year
payroll for periods within the 3 years when the employer was uninsured.

(2) The fund shall receive from an uninsured employer an amount equal 1o all benefits paid or to

be paid from the fund to an injured employee of the uninsured employer.
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+{3) The department may enter into an agreement with the injured employee or the empioyee’s
beneficiaries to assign 1o the employee or the beneficiaries all or part of the funds received by the

department from the uninsured employer pursuant to subsection (2)."

Section 4. Section 39-71-903, MCA, is amended to read:
"39-71-903. Procedure and practice. When a vocationally handicapped person receives apersonal

an injury, as defined in 39-71-119, the procedure ard—practiee provided in this chapter applies to all

proceedings under this part, except where specificaily otherwise provided herein."

L139-71-906—Employer—hiring—er—retaining—sertified—voc aticrally—handicapped-peorson—tc file

Section 5. Section 39-71-907, MCA, is amended to read:

"39-71-907. Certified vocationally handicapped person to be compensated for injury as provided
by chapter -- insurer liability for compensation limited -- appropriation. (1) A person certified as vocationally
handicapped who receives a—perseral an injury arising—oui-of and—in—the—oourse—of—omployrmentand
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resulting, as defined in_39-71-119, that results in death or disability must be paid compensation in the

manner and to the extent provided in this chapter or, in case of death resulting from sueh the injury, the
compensation must be paid to the person’s beneficiaries or dependents. The liability of the insurer for
payment of medical and burial benefits as provided in this chapter is limited to those benefits arising from
services rendered during the period of 104 weeks after the date of injury. The liability of the insurer for
payment of benefits as provided in this chapter is limited to 104 weeks of compensation benefits actually
paid. Thereafter, all compensation and the cost of all medical care and burial is the liability of the fund.
{2) The amounts necessary for the payment of benefits from this fund are statutorily appropriated,

as provided in 17-7-502, from this fund.”
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m—fhe—fuﬁd—#—aﬂy—nwet—be-ﬁaﬁsiweé—te—me—m-ﬂ%%%en ON OR BEFCRE SEPTEMBER 1, 1997, THE

DEPARTMENT OF LABOR AND INDUSTRY SHALL TRANSFER $3.5 MILLION OF THE FUNDS RETAINED

IN THE FUND TO THE fund in 39-71-2017 and eredited CREDIT THE AMOUNT to insurers as follows:

{aH1} A propartionate share of the remaining funds to be credited must be allocated among plan
No. 1, plan No. 2, and plan No. 3 in the proportion that the indiviwual plan’s aggregate contribudone or
the preceding 5 years bear to the total assessment in the preceding 5 years.

{83(2) The shares allocated ta plan No. 1 and plan No. 2 must be credited to the individual ptan No.
1 emplovyers and plan No. 2 insurers authorized to transact insurance in Montana at the time of allocation.
The credit must be allocated among insurers proportionately based on the prorated share that the amount
the insurer paid on the plan No. 1 or plan No. 2 assessment for the fiscal year ending June 30, 1997, bore
to the total assessment paid by plan No. 1 or plan No. 2 in the fiscal year ending June 30, 1997. The
amount calculated must be credited to the plan No. 1 or plan No. 2 assessment for the administration fund
in 39-71-201,

+e4(3) The shares allocated to plan No. 3, the state fund, must be credited to the state fund’s

assessment for the administration fund in 39-71-201.

NEW SECTION. Section 7. Repealer. Sections 39-71-902, 39-71-910, and 39-71-913, MCA, are

repealed.

NEW SECTION. Section 8. Codification instruction. [Section 1] is intended to be codified as an

integral part of Title 39, chapter 71, part 9, and the provisions of Title 39, chapter 71, part 9, apply to

[section 1].
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1 NEW SECTION. Section 9. Effective dates. (1) [Sections 1 through 8 5 and 38 7] are effective
2 January 1, 1998,

3 (2) [Sections 8 8 and 4+ 8 and this section] are effective on passage and approval.

4 -END-
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SENATE BILL NO. 375
INTRODUCED BY THOMAS

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE ASSESSMENT PROCEDURES FOR THE
WORKERS" COMPENSATION SUBSEQUENT INJURY FUND; PROVIDING FOR A RUNCFF OF CLAIMS
CURRENTLY ADMINISTERED BY THE SUBSEQUENT INJURY FUND; PROVIDING FOR TRANSFER AND
DISTRIBUTION CF FUNDS HELD IN THE SUBSEQUENT INJURY FUND; AMENDING SECTIONS 33-16-1008,
39-71-504, 39-71-903, 38-41-366; AND 39-71-907, 30-74+-908ANB-30-71-808; MCA; REPEALING
SECTIONS 39-71-902, 39-71-910, AND 39-71-913, MCA; AND PROVIDING EFFECTIVE DATES"

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

THERE ARE NO CHANGES IN THIS BILL AND IT WIII. NOT BE
REPRINTED. PLEASE REFER TO SECOND READING COPY
(YELLOW) FOR COMPLETE TEXT.

THIRD READING
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STATE QF MONTANA - FISCAL NOTE

Fiscal Note for $B0375, third reading

DESCRIETION OF PROPOSED LEGISIATION:

An act revising the assessment procedures for the Workers' Compensation subsequent injury
fund; providing for a runoff of claims currently administered by the subsequent injury
fund; and providing for transfer and distribution of funds held in the subsequent injury
fund.

ASSUMPTIONS:

General:

1. The subsequent injury fund (SIF) must be maintained by assessment against the Plan 1,
Plan 2, and Plan 3 members.

2. The total assessment amount to be allocated among Plan 1, Plan 2, and Plan 3 members

is egual to the individual member’s portion of total paid losses plus a proporticnate
share of administrative expenses incurred by the SIF.

3. Current claims will continue to be paid from the SIF.
4. The $1,000 death benefit provided under current law in 39-71-902, MCA, will be
repealed.

{n

This legislation would change the annual assessment for the SIF from the current
methodology of up to 5% of compensation paid by the insurer in the previous fiscal
year to a methodology assessing self insurers, private carriers and the state fund
based on the previous calendar year paid losses.

State Fund:

&. An actuarial valuation as of July 1, 1997, will show unpaid liabilities on known
claims to total $1,3%87,112.

7. Currently, 24 of the 93 open SIF claims (25.8%) are attributable tc the State Fund.

E. Historic SIF payments on State Fund claims have been as fellows: fiscal 1885 - $0;
fiscal 1896 - §7,765.

g, State Fund assessments have been as follows: fiscal 1995 - $259,15¢6; fiscal 1996 -
$459,795; fiscal 1997 - $395,185 (65% of total assessment for fiscal 1997).

10. An actuarial report as of June 30, 1996, indicates SIF assessment under current law
should be 0.25% of paid member benefits. Currently, the assessment rate is 0.7037%.

11. Under current law, at 0.25% of paid benefits, projected State Fund assessment would
be: fiscal 1998 - $196,421; fiscal 19%9 - $191,375.

12. Under proposed law, SIF-paid State Fund claims are projected to be: fiscal 1998 -
$10, 000, fiscal 1999 - §$12,500.

13. SIF assets not needed for full-funding cof known claims plus one year’s funding of new
claims filed on or after July 1, 1997, as actuarially determined, will be distributed
back to SIF members based on percent of contribution,

14. Estimated assets available for crediting to administrative assessment fund in 39-71-

201, MCAR, for SIF members at June 30, 1957, after 1 year’s funding of new claims and

reserve for knewn claims are:

FY 97
Estimated SIF assets at June 30, 1897 $5,02%8,093
Estimated reserve at June 30, 1897
for known claims $1,3%97,112
1l year’s estimated payments on new
claims reported on/after July 1, 1997 385,000
Cost of actuarial review and
Administrative assessment 549,500
Assets available
for distribution $3,497,.481

15. The State Fund portion of distribution, based on five year contribution rate (67.7%),
would be about $2,367,794.

1€. Over the & year period (fiscal 1891 through fiscal 1996), the State Fund has paid SIF
assessments totaling $2,127,208 while recoveries under SIF benefits have totaled
$276,466. Under current law, State Fund has had a net expenditure of 51,750,742
through fiscal 1996.

{Continued)
4 /
QW oSl 31917 '//M/C//Zu’m—— s w27
DAVE LEWIS, BUDGET DIRECTOR DATE FREE TNOMAS, PRIMARY SPONSOR DATE

Office of Budget and Program Planning
Fiscal Note for SB0375; third reading
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Fiscal Note Request, SBO375, third reading
Page 2

(continued)

Department of Labor and Industry:

17. On or before September 1, 1997, the Department of Labor and Industry shall transfer
$3.5 million from the fund te the administrative assessment account provided for in
39-71-201, to reduce the amount due in the FY98 administrative assessment from Plans
1, 2, and 3. The credit would be based on aggregate contributions by the three plans
in the preceding 5 years. The relative share toc self-insured employers would be
credited against the amount due to those authorized to self-insured at the time
credit is identified. The relative share to insurance c¢ompanies would be credited
against the amount due from those authorized to transact insurance in the state at
the time the credit is identified. The relative share to plan 3 would be credited to
the amount due from the State Fund.

18. This legislation separates the billing mechanism for the SIF assessment from the
administrative assessment by estaklishing a different time table for assessment and
collection. The new billing schedule proposed in this legislation would require a
separate mailing activity, at an annual new cost of $500, starting in FY99.

19. other workload changes created by the new procedures in this legislation would be
absorbed by the current staff.

20. Eliminating the $1,000 per individual industrial death assessment (page 5, lines 25-
27) will require SIF to include this historic cffset in its new assessment base. In
FY96 the assessment revenue to SIF through this portion of statute was $17,000.

21. Administrative costs of SIF would ke included in the allocation of costs to the plans
and would continue to be funded by SIF assessment.

FISCAL IMPACT:

FY298 Fygss

State Fund: Difference Difference
Expenditures:
Enterprise Fund (06} (2,47G,573) {99, 825)
Funding:
Enterprise Fund (06} (2,470,573) {99,825)
Department of Labor and Industry:
Expenditures:
Cperating Costs 500
Funding:
SIF (06041} 0 500
SIF (06040) (3,500,000} 0
WC Assessment (02455) 3,500,000 0

Total 0 : 500

Net Tmpact:

State Fund

1. Proposed law will reduce State Fund expenditures by 52.5 million over the biennium.

2. Assessments to insurers will be reduced based on $3.5 million credited in the workers'
compensation administration fund.

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION:
State Fund
1. Reduced expenditures may decrease pressure on rates charged to State Fund customers.

Department of Labor and Industry

~

2. The ability to invest in STIF and collect interest earnings in the fund is repealed by
this legilslation. Interest earnings for SIF an fiscal 1996 were $117,918.

TECHNICAL NOTES:
Department of Labor and Industry

1. In new Section 1 (p.2 line 9), for clarification insert “,insurer,” after “...the
employer...” to make it consistent with line 8 new language change, and strike
“...cr...” and replace with “...and...” before *...the state fund....”

™

Senate Bill 290 includes scheduling cycles for reporting of paid losses on March 31 of
each year by Plan 1 self-insurers, Plan 2 private carriers, and the State Fund.

SB 375 requires that the department notify the three plans by March 31 of the amount
of thelr respective SIF assessment. To determine the amount of the SIF assessment, the
pald lcs= figures discussed above would be needed for administrative purposes by
February 28 in order to determine the SIF assessment. These reporting schedules
between the two hills need to be reconciled.



55th Legislature S5B0375.02

1"

12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30

APPROVED BY CCM ON
BUSINESS & LABCR

SENATE BILL NO. 375
INTRODUCED BY THOMAS

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE ASSESSMENT PROCEDURES FOR THE
WORKERS' COMPENSATION SUBSEQUENT INJURY FUND; PROVIDING FOR A RUNOFF OF CLAIMS
CURRENTLY ADMINISTERED BY THE SUBSEQUENT INJURY FUND; PROVIDING FOR TRANSFER AND
DISTRIBUTION OF FUNDS HELD IN THE SUBSEQUENT INJURY FUND; AMENDING SECTIONS 33-16-1008,
39-71-504, 39-71-903, 38-71-806; AND 39-71-907, 38-11-808-AND-38-71-909. MCA; REPEALING
SECTIONS 39-71-902, 39-71-910, AND 39-71-913, MCA; AND PROVIDING EFFECTIVE DATES."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

NEW SECTION. Section 1. Assessment of insurers -- definition. {1) As used in this section, "paid
losses” means the following benefits paid during the preceding calendar year for injuries covered by the
Montana Workers’ Compensation Act without regard to the application of any deductible regardless of
whether the employer or the insurer pays the losses:

{a) total compensation benefits paid; and

{b} EXCEPT FOR MEDICAL BENEFITS IN EXCESS OF $200,000 PER OCCURRENCE THAT ARE

EXEMPT FROM ASSESSMENT, total medical benefits paid for medical treatment rendered 10 an injured

worker, including hospital treatment and prescription drugs.
{2) The fund must be maintained by assessing each plan No. 1 employer, each plan No. 2 INSURED

employer, and plan No. 3, the state fund,—=s
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ASSESSMENT AMOUNT IS THE TOTAL AMOUNT OF PAID LOSSES REIMBURSED FROM THE FUND IN

m

THE PRECEDING CALENDAR YEAR AND THE EXPENSES OF ADMINISTRATION LESS OTHER INCOME.

THE TOTAL ASSESSMENT AMOUNT COLLECTED MUST BE ALLOCATED AMONG PLAN NO. 1

EMPLOYERS, PLAN NO. 2 INSURED EMPLOYERS, AND PLAN NQ. 3, THE STATE FUND, BASED ON PAID

LOSSES FORTHE CALENDARYEAR PRECEDING THE YEAR IN WHICH THE ASSESSMENT IS COLLECTED.,

THE BOARD OF INVESTMENTS SHALL INVEST THE MONEY OF THE FUND, AND THE INVESTMENT

INCOME MUST BE DEPOSITED IN THE FUND.

BH4{3) On or hefore February3t MARCH 31 each year, the department shall notify each plan No.

1 employer, PLAN NO. 2 INSURER, and plan No. 3, the state fund, of the amount to be assessed against

the employer or the state fund for that calendar year. On or before February-+ MARCH 31 each year, the
department, in consultation with the advisary organization designated under 33-16-1023, shall notify PLAN
NO. 2 insurers of the premium surcharge rate to be effective for policies written or renewed on and after
January 1 in that calendar year.

{6H4B}(4) The portion of the plan No. 1 assessment assessed against an individual plan Nao. 1
employer is a proportionate amount of total ptan No. 1 paid losses during the preceding calendar year that
is equal to the percentage that the total paid losses of the individual plan No. 1 empioyer bore to the total
paid losses of all plan No. | employers during the preceding calendar year.

+H463(5) The portion of the plan No. 2 assessment subject to premium surcharge for an individual
plan No. 2 INSURED employer is a proportionate amount of total plan No. 2 paid losses during the
preceding calendar year that is equal to the percentage that the total paid losses of the individual plan No.

2 INSURED employer bore to that the total paid losses of all plan No. 2 insurers during the preceding

calendar year,

-
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due must be made to the department semiannually on Mareb—3+ JUNE 30 and Septembert DECEMBER 31
of the year following the calendar year s ON which the assessment is based.

OB} Each plan No. 2 insurer providing workers’ compensation insurance shall MAY collect
from each of its policyholders an amount equal to the insured emplayer’s fund assessment through a

surcharge based on premium,

salendaryear- When collected, assessments may not constitute an element of loss for the purpose of

establishing rates for workers’ compensation insurance but, for the purpose of collection, must be treated
as separate costs imposed upon insured employers. The total of this assessment must be stated as a
separate cost on an insured employer’s policy or on a separate document submitted by the insured
employer and must be identified as "workers’ compensation policyholder surcharge”. Each assessment
must be shown as a percentage of the total workers’ compensation policyholder premium. The premium
surcharge must be collected at the same time and in the same manner that the premium for the coverage
is collected. The premium surcharge must be excluded from the definition of premiums for all purpcses,
including computation of insurance producers’ commissions or premium taxes, except that an insurer may
cancel a workers’ compensation policy for nonpayment of the premium surcharge. Cancellation must be

in accordance with the procedures applicable to the nonpayment of premium.

{4818} All assessments paid to the department must be deposited in the fund. Ary-balarce

Section 2. Section 33-16-1008, MCA, is amended to read:

"33-16-1008. Definitions. As used in this part, the following definitions apply:

[ Legisiative
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{1} "Accepted actuarial standards™ means the standards adopted by the casuaity actuarial society
in its Statement of Principles Regarding Property and Casualty Insurance Ratemaking and the Standards of
Practice adopted by the actuarial standards board.

(2} "Advisory organization” means a persen or organization that eithér has .twb 6r mbre member
insurers or is controlled either directly or indirectly by two or more insurers and that assists insurers In
ratemaking-related activities. The term does not include a joint underwriting association, any actuarial or
legal consultant, or any employee of an insurer or insurers under common control or management or their
employees or manager. As used in this subsection, two or more insurers who have a comman ownership
or operate in this state under common management or control constitute a single insurer.

(3} “"Classification system" means the plan, system, or arrangement for recognizing differences in
exposure to hazards among industries, occupations, or operations of insurance policyholders.

{4) "Contingencies” means provisions in rates to recognize the uncertainty of the estimates of
losses, Joss adjustment expenses, other operating expenses, and investment income and profit that
comprise those rates. The provisions may be explicit, including but not limited to a specific charge to reflect
systematic variations of estimated costs from expected costs, or implicit, including but not limited to a
consideration in selecting a single estimate from a reasonable range of estimates, or both.

(8} "Developedlosses” means adjusted losses, including loss adjustment expenses, using accepted
actuarial standards to eliminate the effect of differences between current payment or reserve estimates and
those needed 10 provide actual ultimate loss payments, including loss adjustment expense payments,

(68) "Expenses" means the portion of a rate that is attributable to acquisition, filed supervision and
collection expenses, general expenses and taxes, licenses, or fees.

(7] "Experience rating" means a rating procedure using past insurance experience of the individual
policyholder to forecast future losses by measuring the policyholder’s loss experience against the Ioss-
experience of policyholders in the same classification to produce a prospective premium credit, debit, or
unity moditication,

(8) "Insurer” means a person licensed to write workers’ compensation insurance as a plan No. 2
insurer under the laws of the state,

(9) "Loss trending" means a procedure for projecting developed losses to the average date of loss
for the period during which the policies are to be effective, including loss ratio trending.

(10} "Market” means the interaction in this state between buyers and plan No. 2 sellers of workers’
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compensation and employer’s liability insurance pursuant to the provisions of this part.
(11) {a) "Prospective loss costs" means historical aggregate losses and loss adjustment expenses,

including all assessments that are loss-based and excluding any separately stated policyhoider surcharges,

projected through development to their ultimate value and through trending to a future point in time and
ascertained by accepted actuarial standards.

{b) The term does notinclude provisions for profit or expenses other than loss adjustment expenses
and assessments that are loss-based.

(12) "Pure premium rate” means the portion of the rate that represents the loss cost per unit of
exposure, including loss adjustment expense. |

{13) (a} "Rate" or "rates" means rate of premium, policy and membership fee, or any other charge
made by an insurer for or in connection with a contract or policy of workers” compensation and employer’s
liability insurance, prior to application of individual risk variations based on loss or expense considerations.

(b} The term does not include minimum premiums.

{14} "Reserve estimates” means provisions for insurer obligations for future payments of loss or
loss adjustment expenses.

(15) "Statistical plan” means the plan, system, or arrangement that is used in coilecting data.

(16) "Supplementary rate information” means a manual or plan of rates, statistical plan,
classification system, minimum premium, policy fee, rating rufe, rate-related underwriting rule, and any
other information needed to determine the applicable premium for an individual insured that is consistent
with the purposes of this part and with rules prescribed by rule of the commissioner,

(17) "Supporting information” means the experience and judgment of the filer and the experience
or data of other insurers or advisory erganizations relied on by the filer, the interpretation of any statistical
data relied on hy the filer, descriptions of methods used in making the rates, and any other similar

information required to be filed by the commissioner.™

Section 3. Section 39-71-504, MCA, is amended to read:

"39-71-504. Funding of fund -- option for agreement between department and injured employee,
The fund is funded in the following manner:

{1 The department may require that the uninsured employer pay to the fund a penalty of either

up to double the premium amount the employer would have paid on the payroll of the employer’'s workers
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1 in this state if the emplayer had been enrolled with compensation plan No. 3 or $200, whichever is greater.
In determining the premium amount for the calculation of the penalty under this subsection, the department
shall make an assessment on how much premium would have been paid on the employer's past 3-year

2

3

4 payroll for periods within the 3 years when the emplaoyer was uninsured.

) {2} The fund shalt receive from an uninsured employer an amount equal to all benefits paid or to
6

be paid from the fund te an injured employee of the uninsured employer.

10 {3} The department may enter into an agreement with the injured employee or the employee’s
11 beneficiaries to assign to the employee or the beneficiaries all or part of the funds received by the

12 department from the uninsured employer pursuant to subsection (2)."

13
14 Section 4, Section 39-71-903, MCA, is amended to read:
15 "39-71-903. Procedure and practice. When a vocationally handicapped person receives a-personal

16 an injury, as defined in 39-71-119, the procedure ard-practice provided in this chapter applies to all

17 proceedings under this part, except where specifically otherwise provided hereir."
18
19
20
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Section 5. Section 39-71-907, MCA, is amended to read;
"39-71-907. Certified vocationally handicapped person to be compensated for injury as provided
by chapter -- insurer liability for compensation limited -- appropriation. (1) A person certified as vocationally

handicapped who receives a—parsonal an injury arsing—out—efandinthe course—oi-employment—ane
resuiting, as defined in 39-71-119, that results in death or disability must be paid compensation in the

rhanner and to the extent provided in this chapter or, in case of death resulting from sush the injury, the
compensation must be paid to the person’s beneficiaries or dependents. The liability of the insurer for
payment of medical and burial benefits as provided in this chapter is limited to those benefits arising from
services rendered during the period of 104 weeks after the date of injury. The liability of the insurer for
payment of benefits as provided in this chapter is limited to 104 weeks of compensation benefits actually
paid. Thereafter, all compensation and the cost of all medical care and burial is the liability of the fund.
{2} The amounts necessary for the payment of benefits from this fund are statutorily appropriated,

as provided in 17-7-602, from this fund.”

"'\Le isiative

 Services -7- SB 375
 Dpvision .



55th Legislature SB0375.03

AW N

(6]

7 NEW SECTION. Section 6. Transfer and credit of excess funds held in subsequent injury fund.

16 i-the-fund—Hany—mustbo-trancforrad-to—the-administration ON OR BEFORE SEPTEMBER 1, 1997, THE
17 DEPARTMENT OF LABCR AND INDUSTRY SHALL TRANSFER $3.5 MILLION OF THE FUNDS RETAINED

18 IN THE FUND TO THE fund in 39-71-201 and ecredited CREDIT THE AMOUNT t0 surere OFFSET THE

19  INSURER'S ASSESSMENT FOR THE ADMINISTRATION FUND as follows:
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(1) PLAN NO. 1, $490,000;

(2) PLAN NO. 2, $612,500; AND

(3) PLAN NO. 3, $2,397,500.

NEW SECTION. Section 7. Repealer. Sections 39-71-902, 39-71-810, and 39-71-913, MCA, are

repealed.

NEW SECTION. Section 8. Caodification instruction. [Section 1] is intended to be codified as an

integral part of Title 39, chapter 71, part 9, and the provisions of Title 39, chapter 71, part 9, apply to

[section 1].

NEW SECTION. Section 9. Effective dates. ({1} [Sections 1 through 8 5 and 38 7] are effective
January 1, 1998.
(2) [Sections 8 6 and 43 B and this section] are effective on passage and approval.

-END-
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SENATE BILL NO. 375
INTRODUCED BY THOMAS

A BILL FOR AN ACT ENTITLED: "AN ACT REVISING THE ASSESSMENT PROCEDURES FOR THE
WORKERS" COMPENSATION SUBSEQUENT INJURY FUND; PROVIDING FOR A RUNOFF OF CLAIMS
CURRENTLY ADMINISTERED BY THE SUBSEQUENT INJURY FUND; PROVIDING FOR TRANSFER AND
DISTRIBUTIONOFFUNDS HELD INTHE SUBSEQUENT INJURY FUND; AMENDING SECTIONS 33-16-1008,
39-71-504, 39-71-903, 3848086, AND 39-71-907, 38-21-808—AND-3871-808; MCA; REPEALING
SECTIONS 38-71-902, 39-71-910, AND 39-71-913, MCA; AND PROVIDING EFFECTIVE DATES."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

NEW SECTION. Section 1. Assessment of insurers -- definition. (1) As used in this section, "paid
losses” means the following henefits paid during the preceding calendar year for injuries covered by the
Montana Warkers' Compensation Act without regard to the application of any deductible regardiess of
whether the employer or the insurer pays the losses:

(a) total compensation benefits paid; and

{b) EXCEPT FOR MEDICAL BENEFITS IN EXCESS OF $200,000 PER OCCURRENCE THAT ARE
EXEMPT FROM ASSESSMENT, total medical benefits paid for medical treatment rendered to an injured

worker, including hospital treatment and prescription drugs.
(2) The fund must be maintained by assessing each plan No. 1 emplayer, each plan No. 2 INSURED

employer, and plan No. 3, the state fund—a-prope
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ASSESSMENT AMOUNT {S THE TOTAL AMOUNT OF PAID LOSSES REIMBURSED FROM THE FUND IN

THE PRECEDING CALENDAR YEAR AND THE EXPENSES OF ADMINISTRATION LESS OTHER INCOME,

THE TOTAL ASSESSMENT AMOUNT COLLECTED MUST BE ALLOCATED AMONG PLAN NO. 1

EMPLOYERS, PLAN NG. 2 INSURED EMPLOYERS, AND PLAN NO. 3, THE STATE FUND, BASED ON PAID

LOSSESFORTHE CALENDAR YEAR PRECEDING THE YEAR IN WHICH THE ASSESSMENT IS COLLECTED.

THE BOARD OF INVESTMENTS SHALL INVEST THE MONEY OF THE FUND, AND THE INVESTMENT

INCOCME MUST BE DEPOSITED IN THE FUND.

#B3H43(3) On or before Eabssaey-3 MARCH 31 each vear, the department shall notify each plan No.

1 employer,_PLAN NO. 2 INSURER, and plan No. 3, the state fund, of the amount to be assessed against

the employer or the state fund for that calendar year. On ar before February-+ MARCH 31 each year, the
department, in consultation with the advisory organization designated under 33-16-1023, shall notify PLAN
NQ. 2 insurers of the premium surcharge rate to be effective for policies written or renewed on and after
January 1 in that calendar year.

{8M83(4) The portion of the plan No. 1 assessment assessed against an individual plan No. 1
emplayer is a proportionate amount of total plan No. 1 paid losses during the preceding calendar year that
is equal to the percentage that the total paid losses of the individual plan No. 1 employer bore to the total
paid losses of all plan No. | employers during the preceding calendar vear.

+#H64{5] The portion of the plan No. 2 assessment subject to premium surcharge for an individual
plan No. 2 INSURED employer is a proportionate amount of total pian No. 2 paid losses during the
preceding calendar year that is equai to the percentage that the total paid losses of the individual pian No.

2 INSURED employer bore to that the total paid losses of all plan No. 2 insurers during the preceding

calendar year.
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due must be made to the department semiannually on Mareh-¥+ JUNE 30 and September—t DECEMBER 317
of the year following the calendar year s ON which the assessment is based.

+104BH7) Each plan No. 2 insurer providing workers’ compensation insurance ehall MAY collect
from each of its policyholders an amount equal to the insured employer’s fund assessment through a

surcharge based on premium,

calondaryest= When collected, assessments may not constitute an element of loss for the purpose of

establishing rates for workers’ compensation insurance but, for the purpose of collection, must be treated
as separate costs imposed upon insured employers. The total of this assessment must be stated as a
separate cost on an insured employer’s policy or on a separate document submitted by the insured
employer and must be identified as "workers’ compensation policyholder surcharge”. Each assessment
must be shown as a percentage of the total workers’ compensation policyholder premium. The premium
surcharge must be collected at the same time and in the same manner that the premium for the coverage
is collected. The premium surcharge must be excluded from the definition of premiums for all purposes,
including computation of insurance producers’ commissions or premium taxes, except that an insurer may
cancel a workers’ compensation policy for nanpayment of the premium surcharge., Cancellation must be

in accordance with the procedures applicable to the nonpayment of premium.

14818} All assessments paid to the department must be deposited in the fund. Ary-balance

Section 2. Section 33-16-1008, MCA, is amended to read:
"33-16-1008. Definitions. As used in this part, the following definitions apply:
TLegislative
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{1} "Accepted actuarial standards™ means the standards adopted by the casualty actuarial society
in its Statement of Principles Regarding Property and Casualty Insurance Ratemaking and the Standards of
Practice adopted by the actuarial standards board.

(2) "Advisory organization” means a person or organization that either has two or more member
insurers or is controlled either directly or indirectly by two or more insurers and that assists insurers in
ratemaking-related activities. The term does not include a joint underwriting association, any actuarial or
legal consultant, or any employee of an insurer or insurers under common control or management or their
employees or manager. As used in this subsection, two or mare insurers who have a common ownership
or operate in this state under common management or cantrol constitute a single insurer.

{3) "Cliassification system"” means the plan, system, or arrangement for recognizing differences in
exposure to hazards amaong industries, occupations, or operations of insurance policyholders.

{4) "Contingencies" means provisions in rates to recognize the uncertainty of the estimates of
losses, loss adjustment expenses, other operating expenses, and investment income and profit that
comprise those rates. The provisions may be explicit, including but not limited to a specific charge to reflect
systematic variations of estimated costs from expected costs, or implicit, including but not limited to a
consideration in selecting a single estimate from a reasonable range of estimates, or both.

(8) "Developedlosses" means adjusted losses, including loss adjustment expenses, using accepted
actuarial standards to eliminate the effect of differences between current payment or reserve estimates and
thase needed to provide actual ultimate loss payments, including loss adjustment expense payments.

(6) "Expenses" means the portion of a rate that is attributable to acquisition, filed supervision and
collection expenses, general expenses and taxes, licenses, or fees.

(7} "Experience rating” means a rating procedure using past insurance experience of the individual
policyhalder to forecast future losses by measuring the policyholder’s loss experience against the loss
experience of policyholders in the same classification to produce a prospective premium credit, debit, or
unity modification.

(8) "Insurer" means a person licensed to write workers’ compensation insurance as a plan No, 2
insurer under the laws of the state.

(9) "Loss trending” means a procedure for projecting developed losses to the average date of loss
for the period during which the policies are to be effective, including loss ratio trending.

(10) "Market" means the interaction in this state between buyers and plan No. 2 sellers of workers’
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compensation and employer’s liability insurance pursuant to the provisions of this part.
{11) (a) "Prospective loss costs” means historical aggregate losses and loss adjustment expenses,

including all assessments that are loss-based and excluding any separately stated policyholder surcharges,

projected through development to their ultimate value and through trending to a future point in time and
ascertained by accepted actuarial standards.

(b} The term does notinclude provisions for profit or expenses other than loss adjustment expenses
and assessments that are loss-based.

(12) "Pure premium rate" means the portion of the rate that represents the loss cost per unit of
exposure, including loss adjustment expense.

(13} {a) "Rate" ar "rates” means rate of premium, policy and membership fee, or any other charge
made by an insurer for or in connection with a contract or paolicy of workers’ compensation and employer’s
liability insurance, prior to application of individual risk variations based on loss or expense considerations.

(b} The term does not include minimum premiums.

{14) "Reserve estimates” means provisions for insurer obligations for future'payments of loss or
loss adjustment expenses.

{15) "Statistical plan" means the plan, system, or arrangement that is used in collecting data.

{16) "Supplementary rate information” means a manual or plan of rates, statistical plan,
classification system, minimum premium, policy fee, rating rule, rate-retated underwriting rule, and any
other information needed to determine the applicable premium for an individual insured that is consistent
with the purposes of this part and with rules prescribed by rule of the commissioner,

{17) "Supporting information™ means the experience and judgment of the filer and the experience
or data of other insurers or advisory organizations relied on by the filer, the interpretation of any statistical
data relied on by the filer, descriptions of methods used in making the rates, and any other similar

information required 1o be filed by the commissioner.”

Section 3. Section 39-71-504, MCA, is amended to read:

"39-71-504. Funding of fund -- option for agreement between department and injured employee.
The fund is funded in the following manner:

{1} The department may require that the uninsured employer pay to the fund a penalty of either

up to double the premium amount the employer would have paid on the payroll of the employer’s workers
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in this state if the employer had been enrolled with compensation plan No. 3 or $200, whichever is greater.
In determining the premium amount for the calculation of the penalty under this subsection, the department
shall make an assessment on haw much premium would have been paid on the employer’'s past 3-year
payroll for periods within the 3 years when the employer was uninsured.

(2) The fund shall receive from an uninsured employer an amount equal to all benefits paid or to

be paid from the fund to an injured employee of the uninsured employer.

#4(3]) The department may enter into an agreement with the injured employee or the employee’s
beneficiaries to assign to the employee or the beneficiaries all or part of the funds received by the

department from the uninsured employer pursuant to subsection (2)."

Section 4. Section 39-71-803, MCA, is amended to read:
"39-71-903. Procedure and practice. When a vocationally handicapped person receives apessonal

an injury, as defined in 39-71-119, the procedure and—prastice provided in this chapter applies to all

proceedings under this part, except where specifically otherwise provided herein.”
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Section 5. Section 39-71-907, MCA, is amended to read:
"39-71-907. Certified vocationally handicapped person to be compensated for injury as provided

by chapter -- insurer liability for compensation limited -- appropriation, (1) A person certified as vocationally

handicapped who receives a—peieeaal an injury arising-eut-ei—and—in—the—course—of employmentand
resuiting, as defined in 39-71-119, that results in death or disability must be paid compensation in the

manner and to the extent provided in this chapter or, in case of death resulting from sush the injury, the
compensation must be paid to the person’s beneficiaries or dependents. The liability of the insurer for
payment of medical and burial benefits as provided in this chapter is limited to those benefits arising from
services rendered during the period of 104 weeks after the date of injury. The liability of the insurer for
payment of benefits as provided in this chapter is limited to 104 weeks of compensation benefits actually
paid. Thereafter, all compensation and the cost of all medical care and burial is the liability of the fund.
{2) The amounts necessary for the payment of benefits from this fund are statutorily appropriated,

as provided in 17-7-5602, from this fund."
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18 in-tho-fundi-any—must-be-translerred-to—the-administration ON OR BEFORE SEPTEMBER 1, 1997, THE
17  DEPARTMENT OF LABOR AND INDUSTRY SHALL TRANSFER $3.5 MILLION OF THE FUNDS RETAINED

18 [N THE FUND TO THE fund in 39-71-201 and eredited CREDIT THE AMOUNT to irsurers OFFSET THE
19  INSURER'S ASSESSMENT FOR THE ADMINISTRATION FUND as follows:
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1 : Lenies ortundiR-38-212

2 {1} PLAN NO. 1, $490,000;

3 - {2) PLAN NO. 2, $612,500; AND

4 {3) PLAN NO. 3, $2,397,500.

5

6 NEW SECTION. Section 7. Repealer. Sections 39-71-902, 39-71-910, and 39-71-913, MCA., are

7 repealed.

8

9 NEW SECTION. Section 8. Codification instruction. [Section 1] is intended to be codified as an
10 integral part of Title 39, chapter 71, part 9, and the provisions of Title 39, chapter 71, part 8, apply to

11 [section 1].

13 NEW SECTION. Section 9. Effective dates. (1) [Sections 1 through 8 5 and 38 7] are effective
14  January 1, 1998,

15 {2) [Sections 8 6 and 4+ 8 and this séction] are effective on passage and approval.
16 -END-
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