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MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban County Government

Program/

Office(s) Impacted:
 Workers' compensation program

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing
X
Adds New
X
Eliminates Existing

PURPOSE/MECHANICS

HB 992/HCS is an omnibus bill that modifies some of the changes contained in the 1996 Workers' Compensation Reform Act (HB 1).  The overall objectives with HB 992 are to increase benefits to injured workers, maintain objectivity in the system and sustain a competitive environment to control costs.

The bill has four broad areas of program refinements -- target enhanced benefits, facilitate employee access to benefits, fast track claims resolution and improve carrier performance.  In terms of enhanced benefits, the bill proposes to: augment permanent partial disability benefits for workers who cannot return to the same type of work, and address age and education barriers; to provide financial incentives for vocational rehabilitation; tier down termination of benefits upon eligibility for Social Security; and increase the workers' comp death benefit from $25,000 to $50,000.  As for facilitating employee access to benefits, the bill proposes to: restructure attorney fees; remove the bar to lump sum settlements; broaden eligibility for coal workers pneumoconiosis (black lung) benefits; widen reopening opportunities; lower the discount rate used in determining a lump sum; and eliminate references to natural aging in the definition of injury.  In the claims resolution area, the bill proposes to: arbitrate only return-to work claims; assign complex claims directly to an administrative law judge; and retain the Workers Compensation Board.  Finally, in the area of improving carrier performance, the bill proposes to: create administrative remedies for non-payment of benefits; and initiate independent review of medical utilization appeals.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 992/HCS on cities, counties and urban-county governments is indeterminable, although it will affect the local governments as employers in general because benefits are enhanced in some areas of the workers' compensation program.  Officials have presented some actuarial estimates projecting cost increases for employers statewide, but absent actuarial analyses of the impact on cities, counties and urban-county governments, it is difficult to say to what extent local government employers would be affected if benefits are enhanced. 

Most Kentucky employers are subject to the Workers' Compensation Act and must carry workers' compensation insurance or become self-insured, even if they have only one part-time employee.  As employers, local governments self-insure, obtain their insurance coverage through the Kentucky Association of Counties (KACo) or the Kentucky League of Cities (KLC), or purchase their insurance through private companies. A few entities insure through the Kentucky Employers Mutual Insurance Co. (KEMI).

Executive branch officials indicate the annual cost borne by the state's employers for securing workers' compensation liability and paying related administrative expenses is about $775 million, a figure down from $1.1 billion in 1996 before reform.  What percentage of the total that local government bears is not readily available.  But, according to the latest Kentucky Department of Workers Claims annual report, public administration claims made up only 3 percent of the workers' compensation claims filed in FY 98.  Manufacturing, services and mining accounted for over 60 percent; construction and retail trade industries followed with 20 percent.

Prior to this HCS, two actuarial firms, Tillinghast-Towers Perrin and National Council on Compensation Insurance (NCCI), had estimated the refinements to Kentucky's workers' compensation program would cost $52.05 million (7 1/2 % increase) and $52.1 million (7 1/4% increase) respectively during the first year, apart from black lung benefit increases.  Overall, the actuaries had estimated the workers' compensation program in the state would increase 9 1/2-11 percent, including black lung changes.  (Workers compensation program costs also would increase progressively the following years because of various factors, such as general wage increases.)  The largest estimated increase, both in dollars and percentage, would be in permanent partial disability benefit enhancements.  Changes made in this HCS increased those percentages.  For example, an actuary with Tillinghast-Towers Perrin projected the overall increase at 17 percent, including black lung benefit increases.  Based on that assumption, the increases, apart from black lung increases, would probably be in the 13-14 percent range.

According to an actuary with one of the firms, the same percentages of increase could be applied to cities and counties in a broad sense as an overall "ballpark" estimate.  Permanent partial disability costs may be higher for certain high-risk professions such as police officers and firefighters, and road and sanitation workers to a lesser extent, but lower for other governmental workers who deliver services from their desks, according to the actuary.  Based on the overall projections, local governments' workers' compensation costs are anticipated to rise, but the amount and percentage of increase is unknown.

Earlier, KLC and KACo officials indicated that any additional workers' compensation costs borne by insurers would be passed down to premium payers. One official noted that independent actuaries determine rates. They base projections on losses by class, and on provisions in the current law. As the law changes, rates change. The officials said changes in 1996 have resulted in savings for their groups. "We're collecting more than we're paying out in claims," one official said.

Lexington-Fayette County operates a self-insurance group that covers about 2,700 regular employees; 3,500 in the summer accounting for temporary workers.  (The self-insurance group operates similar to an insurance company with most claims adjustments, investigations and settlements handled internally.  An outside carrier covers catastrophic claims.)  According to a self insurance group spokesperson, the enhancements contained in HB 992, prior to the HCS, could have increased Lexington's workers' compensation costs by almost $159,000 and perhaps up to $200,000 when considering open claims.  (Those estimates would be higher, based on the changes in this HCS.)  According to the spokesperson, Lexington's claims dropped from $1.9 million in 1996, when the reform effort occurred, to about $1.6 million in 1998.  Claims for 1999 currently stand at about $1.2 million, but some are still open.

DATA SOURCE(S)
LRC staff; LRC research publications; Governor's Office for Policy Research; Tillinghast-Towers Perrin actuarial firm; Kentucky Department of Workers Claims reports; Lexington-Fayette County risk management division; Kentucky League of Cities; Kentucky Association of Counties
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