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SUBJECT/TITLE
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Rep. Greg Stumbo

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/SCS is an omnibus bill that modifies some of the changes contained in the 1996 Workers' Compensation Reform Act (HB 1). The SCS revises the permanent partial disability structure by changing impairment grid factors and adding factors for age and education.  It also adds provisions that delete arbitrators and the arbitrator system; it requires administrative law judges to conduct benefit review conferences; restores the workers' compensation board; eliminates the two-year waiting period for reopening while retaining the four- year limitation on reopening; authorizes lump-sums on weekly benefit amounts up to $100; caps attorney fees at $12,000; and removes the penalty for unsuccessful appeals.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 992/SCS 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 obtained some new 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 League of Cities (KLC), Kentucky Association of Counties (KACo), or purchase their insurance through private companies. Some 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 costs is about $775 million, a figure down from $1.1 billion in 1996 before reform.  What percentage of the total that local governments bear is not readily available, but it assumed to be low.  In 1997, local government employment accounted for 7 percent of total full- and part-time employment in Kentucky, and about 48 percent of total government employment in the state, according to the U.S. Department of Commerce.  According to the Kentucky Department of Workers Claims, public administration first reports of injury made up only 4 percent of the total first reports of injury filed in 1999.  Manufacturing and services had about half of first reports of injury in 1999; retail accounted for 16 percent, and construction and transportation/public utilities had 9 percent each.

Actuaries for LRC and Governor's Office of Policy and Management have estimated the refinements to Kentucky's workers' compensation program under this SCS will increase costs 7.2-10.1 percent, or $49.5-$70.1 million.  (See attachments.)  Workers' compensation program costs also may increase progressively the following years because of various factors, such as general wage increases and rising medical costs.  The largest estimated increase, both in dollars and percentage, will be in the permanent partial disability benefit enhancement category, actuaries have estimated.

According to an actuary with Tillinghast, Towers Perrin, percentages of increase generally can be applied to cities and counties in a broad sense.  Permanent partial disability costs may be higher for certain high-risk professions such as police officers and firefighters, and, to a lesser extent, road and sanitation workers, but lower for other governmental workers who deliver services from their desks.  Based on the overall projections, local governments' workers' compensation costs are anticipated to rise, but the amount and percentage of increase is unknown.  KLC and KACo officials have said the increase anticipated for the respective associations' self-insurance groups will probably be in line with the statewide actuarial projections.  According to the KLC officials, local governments have stable work forces and do a good job training workers, which contribute to keeping workers' compensation costs down.  KLC insures about 390 public entities in the state, including cities, counties and special districts.  KACo insures 444 entities (84 fiscal courts and 360 special districts).

KLC and KACo officials have indicated that any additional workers' compensation costs borne by insurers will be passed down to premium payers. Actuaries base projections on such factors as losses by class, medical inflation costs, the duration of claims, and on provisions in the current law. 


As the law changes, rates change. The officials said earlier that changes in 1996 resulted in savings for their groups.
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March 27, 2000

Linda Bussell

Legislative Research Commission

Capitol Building

Frankfort, KY 40601

Dear Linda,

The following tables summarize my pricing of the Senate Committee Substitute for HB992. I performed my analysis separately for the Coal and Non‑Coal industries because the Coal industry has a greater proportion of permanent partial disability (PPD) claims than other industries. The total system increase for on‑going costs for Coal and Non‑Coal combined is estimated to be 7.2% or $49.5 million. The increase in costs for the Coal industry is estimated to be 12.0% or $8.4 million while for Non‑Coal, the estimate is 6.6% or $41.1 million.

Please note that the permanent partial disability (PPD) benefits proposed in the Senate Committee Substitute are a substantial increase over the changes proposed for PPD in HB 992. Recall that my estimate for PPD changes proposed under HB 992 was $37.2 million or 5.4% in total.


On‑Going Costs ‑ Coal Industry


PPD
12.0% 
$8.4 M


Total
12.0% 
$8.4M


On‑Going Costs ‑ Non ‑ Coal Industries


PPD
6.6% 
$41.1 M


Total
6.6% 
$41 .1 M


On‑Going Costs ‑ Coal and Non ‑ Coal Combined


PPD
7.2% 
$ 9.5m


Total
7.2%
$49.5M

tf you have any questions, I can be reached at (561) 997-4880.

Sincerely,

Tom Daley, ACAS, MAAA

Summary of Estimated Cost Impacts

Senate Committee Substitute ‑ HB 992

Dollars

% Change

Annual Increase
$70.1
10.16%

1 st Yr. B L Additional Costs
$0.0
0.00%

First Year Total
$70.1 
10.16%


Tillinghast ‑ Towers Perrin

On‑Going Costs

Dollars

% Change

One‑Tim'e Costs

Dollars

% Change

I PPD
$68.60

9.95%

2 Black Lung
$0.00

0.00%
$0.0

0.00%

3 SS Tier Down
$0.00

0.00%

4 Rehabilitation
$0.00

0.00%

5 Reopening
$0.50

0.07%

6 Atty Fees / Med Dis

$0.00


0.00%

7 Discount Rate

$1.00


0.14%

8 Death Benefit

$0.00 


0.00%

Total Increases:
$70.10

10.16%
$0.0

0.00%
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