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CHAPTER 425

S.P. 21 - L.D. 35

An Act To Increase the Assessment on Workers' Compensation
Insurance To Fund the Workers' Compensation Board
Administrative Fund

Emergency preamble. Whereas, Acts of the Legislature do not becone
effective until 90 days after adjournnent unless enacted as
ener genci es; and

Whereas, the operating expenses necessary for the Wrkers'
Conpensation Board to provide adequate services to the enployers
and workers of this State have increased to a |evel beyond that
contenpl ated by the current assessnent limt; and

Whereas, i f additional funding is not available before the 90-
day period has expired, it nay becone necessary for the Wrkers'
Conpensation Board to suspend the enployee advocate program and
lay off the advocate staff; and

Whereas, i n the judgnent of the Legislature, these facts create
an energency within the neaning of the Constitution of Mine and
require the following legislation as imrediately necessary for
the preservation of the public peace, health and safety; now,
t heref ore,

Be it enacted by the People of the State of Maine as follows:
Sec. 1. 39-A MRSA 8152, sub-82-A is enacted to read:

2-A. Electronic fTiling rulemaking. The board shall adopt
rules requiring the electronic filing of information required by




this Act and by board rule. Rul es adopted pursuant to this

subsection are routine technical rules as defined in Title 5,

chapter 375, subchapter 2-A

A, The rules nmust be devel oped through the consensus-based
rul e devel opnent process set forth in Title 5, section 8051-
B and nust include as participants representatives of
enpl oyers, insurers and 3rd-party adm ni strators.

B. The rules nmust include witten standards and procedures
for i1nplementation of the standards, which may include
definition of the applicable programm ng interface for in-
state and out-of-state entities required to submt reports.
The rules nust relate specific forns required to be filed
w th data points in the standards.

Bef ore adopting the rules, the board shall test the applicable
application programmng interfaces and standards to ensure that
t he program operates successfully.

Sec. 2. 39-A MRSA 8154, sub-86, as anended by PL 2003, c. 93, 81, is
further anended to read:

6. Assessment levied. The assessnments |levied under this
section may not be designed to produce nore than $6,000,000 in
revenues annual ly beginning in the 1995-96 fiscal year, nore than
$6, 600, 000 annually beginning in the 1997-98 fiscal year, nore
t han $6, 735,000 beginning in the 1999-00 fiscal year, nore than
$7,035,000 in the 2001-02 fiscal year e+, nore than $6, 860, 000
beginning in the 2002-03 fiscal vyear, nore than $8, 390,000
beginning in the 2003-04 fiscal vyear, nore than $8,565, 000
beginning in the 2004-05 fiscal year or nore than $8, 525,000
beginning in the 2005-06 fiscal year. Assessnents collected that
exceed $6,000,000 beginning in the 1995-96 fiscal year,
$6, 600,000 beginning in the 1997-98 fiscal vyear, $6, 735,000
beginning in the 1999-00 fiscal year, $7,035,000 in fiscal year
2001-02 er, $6,860,000 beginning in the 2002-03 fiscal year,
$8, 390,000 beginning in the 2003-04 fiscal year, $8,565, 000
beginning in the 2004-05 fiscal year or $8,525, 000 beginning in
the 2005-06 fiscal year by a margin of nore than 10% nust be
refunded to those who paid the assessnent. Any anmount coll ected
above the board's allocated budget and within the 10% margi n nust
be used to create a reserve of up to 1/4 of the board' s annua
budget. The board, by a ngjority vote of its nenbership, nmay use
its reserve to assist in funding its Personal Services account
expenditures and Al Oher account expenditures and to help
defray the costs incurred by the board pursuant to this Act
including adm nistrative expenses, consulting fees and all other




reasonable costs incurred to admnister this Act. The board
shall notify the chairs and nenbers of the joint standing

commttee of the Legislature having jurisdiction over |abor matters
whenever the board receives approval fromthe State Budget Oficer
and the Governor to use reserve funds to increase its allotnent
above the allocation authorized by the Legislature. Any collected
anounts or savings above the allowed reserve nust be used to reduce
the assessment for the following fiscal year. The board shal
determ ne the assessnments prior to May 1st and shall assess each
I nsurance conpany or association and self-insured enployer its pro
rata share for expenditures during the fiscal year beginning July
1st. Each self-insured enployer shall pay the assessnment on or
before June 1st. Each insurance conpany or association shall pay
t he assessnent in accordance wth subsection 3.

Sec. 3. Review. A comm ssion is established to review the budget
process of the Wrkers' Conpensation Board.

1. Members. The comm ssion consists of 2 Senators appointed
by the President of the Senate, one representing each of the 2
political parties in the Legislature with the greatest nunber of
menbers, 2 nmenbers of the House of Representatives appointed by
the Speaker of the House of Representatives, one representing
each of the 2 political parties in the Legislature with the
greatest nunber of nenbers, and 2 nenbers of the W irkers
Conmpensation Board, one representing and appointed by the |abor
menbers of the board and one representing and appointed by the
managenent nenbers of the board.

2. Chairs. The first-naned Senator and the first-naned
menber of the House of Representatives are the chairs of the
comm SsSi on.

3. Appointments; convening of commission. Al appointnents
must be made no later than 30 days following the effective date

of this Act. The appointing authorities shall notify the
Executive Director of the Legislative Council once all
appoi ntnents have been conpl eted. Wthin 15 days after

appoi ntnment of all nenbers, the chairs shall call and convene the
first neeting of the conm ssion.

4. Duties. The comm ssion shall review the process used by
the Workers' Conpensation Board to establish, approve and nonitor
its budget and determ ne whether inprovenents are needed. The
commi ssion shall determ ne whether recomendations regarding the
budget process contained in the 1997 Coopers and Lybrand report
and the 2001 Berry, Dunn, MNeil and Parker report have been
i npl enented and, if not, whether and how they should be
i npl enent ed.



5. Report. The comm ssion shall report its findings and
recomendations, along with any recommended |egislation, to the
Joint Standing Commttee on Labor not |ater than Decenber 3,
2003. The Joint Standing Commttee on Labor is authorized to
submt legislation to the Second Regular Session of the 121st
Legi slature in response to the report.

6. Expenses and per diem. Comm ssion nenbers who are
Legislators are entitled to receive legislative per diem as
defined in the Maine Revised Statutes, Title 3, section 2, and
rei mbursenment for travel and other necessary expenses related to
their attendance at neetings of the conmm ssion. Comm ssi on
menbers who are nenbers of the Wrkers' Conpensation Board are
entitled to per diem and expenses as provided in Title 39-A
section 151, subsection 6. The Wrkers' Conpensation Board shal
transfer sufficient funds from its reserve fund to the
Legislature to cover the costs of legislative per diem and
expenses for conmm ssion neetings.

7. Staff. The Workers' Conpensation Board shall provide
staffing to the conm ssion. Upon approval by the Legislative
Council, the Ofice of Policy and Legal Analysis and the Ofice
of Fiscal and Program Review shall also provide staff assistance
to the conmm ssion.

8. Extension. |If the commssion requires a |limted extension
of time to conplete its study and nake its report, it may apply
to the Legislative Council, which may grant an extension.

9. Commission budget. The chairs of the comm ssion, wth
assistance from the commssion staff, shall admnister the
comm ssion's budget. Wthin 10 days after its first neeting, the
comm ssion shall present a work plan and proposed budget to the
Legislative Council for its approval. The conm ssion may not
i ncur expenses that would result in the comm ssion's exceeding
its approved budget. Upon request from the conm ssion, the
Executive Director of the Legislative Council shall pronptly
provide the comm ssion chairs and staff wth a status report on
the comm ssion budget, expenditures incurred and paid and
avai |l abl e funds.

Sec. 4. Appropriations and allocations. The fol |l ow ng appropriati ons and
al l ocati ons are nade.

WORKERS*®" COMPENSATION BOARD

Administration - Workers® Compensation Board 0183



Initiative: Al l ocates funds for the board to contract with the
Departnent of Labor for programmng services to inplenent
electronic filing by insurers and self-insurers.

Other Special Revenue Funds2003-042004-05AI1 O her $40, 000$40, 000

O her Speci al Revenue Funds Tot al $40, 000 $40, 000
Administration - Workers®™ Compensation

Board 0183

Initiative: Provides for I ncreased revenue allocation,

restoration of positions and Al OQher costs for the central
office, dispute resolution and the worker advocate prograns to
conti nue program operations. It also restores fiscal year 2004-
05 funding for the law clerk at the admnistrative office of the
courts.

Other Special Revenue Funds 2003-04 2004-05
Positions - Legislative Count (23.000) (24.000)
Per sonal Services $1, 363, 043 $1, 431, 589
Al O her 242,711 247,794
O her Special Revenue Funds Total $1, 605, 754 $1, 679, 383

Administration - Workers® Compensation
Board 0183

Initiative: Allocates funds for Departnent of Labor programm ng
servi ces.

Other Special Revenue Funds 2003-04 2004-05
Al O her $70, 000 $70, 000
O her Speci al Revenue Funds Tot al $70, 000 $70, 000

Administration - Workers® Compensation
Board 0183

Initiative: Provides for the reduction in Al Oher funds for
t he purpose of staying within the assessnent |evel recomended by
t he board.

Other Special Revenue Funds 2003-04 2004-05
Al O her (%20, 004) (%25, 413)
O her Speci al Revenue Funds Tot al (%20, 004) ($25, 413)

Administration - Workers® Compensation
Board 0183



Initiative: Provides for the elimnation of one Hearing Oficer
position for the purpose of staying within recomended avail abl e
resour ces.

Other Special Revenue Funds 2003-04 2004-05
Positions - Legislative Count (-1.000) (-1.000)
Personal Services (%140, 512) ($140, 244)

O her Speci al Revenue Funds Total ($140,512) (%140, 244)

Administration - Workers®™ Compensation

Board 0183

Initiative: Al l ocates funds to contract for tenporary worker

advocate and clerical support services and associated overtine
for the Wrker Advocate Program offices in Portland and August a.
Recent changes by the Bureau of Accounts and Controls prohibit
the encunbering of a contract in fiscal year 2002-03 for services
to be provided in fiscal year 2003-04. Funding is available for
these expenditures in fiscal year 2003-04 from the unexpended
cash in fiscal year 2002-03.

Other Special Revenue Funds 2003-04 2004-05
Personal Services $30, 000 $0
Al O her 140, 000 0
O her Speci al Revenue Funds Tot al $170, 000 $0

WORKERS®" COMPENSATION BOARD

DEPARTMENT TOTALS 2003-04 2004-05
OTHER SPECIAL REVENUE FUNDS $1,725,238 $1,623,726
DEPARTMENT TOTAL - ALL FUNDS $1,725,238 $1,623,726

LEGISLATURE

Commission to Review the Budget
Process of the Workers® Compensation Board

Initiative: Al l ocates funds to reflect the reinbursenent to be
received from the Wrkers' Conpensation Board reserve fund to
cover the costs of |egislative per diemand expenses.

Other Special Revenue Funds 2003-04 2004-05
Personal Services $880 $0
Al O her 830 0




O her Speci al Revenue Funds Tot al $1, 710 $0

LEGISLATURE 2003-04 2004-05
OTHER SPECIAL REVENUE FUNDS $1,710 $0
DEPARTMENT TOTAL - ALL FUNDS ~ $1,710 $0

SECTION TOTALS 2003-04 2004-05

OTHER SPECIAL REVENUE FUNDS $1,726,948 $1,623,726

SECTION TOTAL - ALL FUNDS $1,726,948 $1,623,726

Emergency clause. I n view of the energency cited in the preanble, this
Act takes effect July 1, 2003.
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COMMISSION TO REVIEW THE BUDGET PROCESS OF THE WORKERS'
COMPENSATION BOARD
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Appointment(s) by the President

Sen. Betheda G. Edmonds Chair
122 Hunter Road

Freeport, ME. 04032

(207)-865-3869

Sen. Kenneth Blais
107 Pine Tree Road
Litchfield, ME 04350

Appolntment(s) by the Speaker
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Van Buren, ME. 04785

(207)-868-3418

Rap. Russall P. Treadwell
Damascus Road

RR 2 Box 1570

Carmel, ME 04419
(207)-848-5123

Workers Comp Board

John Cooney
12 Baxter Lane
Brunswick, ME 04011

Representing Management Members

Anthony Monfilstto
121 Deepwood Drive
Portland, ME 04103

Representing Labor Members

1

Staff: Deb Friedman, OPLA, 287-1670
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State of Maine
Department of Administrative and Financial Services

Workers’ Compensation Board Governance Study

December 15, 2001

BERRY.DUNN MCNEI!IL & PARKER

CERTIFIED PUBLIC ACCOUNTANTS
MANAGEMENT CONSULTANTS
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12. Fiscal accountability at the WCB Board of Directors’ level should be improved.

Issue: WCB Board of Directors lack direction with regard to their roles and responsibilities,
Fiscal reports reviewed by board members are not sufficient to enable board members to evaluate

management or overall WCB fiscal performance. Management is not held accountable for
budget shortfalls.

Recommendation: Accountability at the WCB Board of Directors level should be improved.
Duties and responsibilities of WCB Board of Directors should be defined through formal policies
to guide their actions. Financial reporting to the WCB Board of Directors should be improved by
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increasing the level of financial detail evaluated by board members and the frequency at which
the detail is monitored.

Implementation: Short-term
Responsibility: Management and Board

13. A formal policy regarding the use and maintenance of accumulated reserves should be
developed. Legislation should be submitted to memorialize that policy in statute.

Issue: Assessments received above the Board’s allocated budget and with a 10% margin must
be used to create a reserve. The WCB desires to use the accumulated reserve funds to cover
budget shortfalls. Clarity surrounding the appropriate use of board reserves appears to be missing
within the current statute.

Recommendation: A reserve is important and enables the WCB to maintain a prudent level of
financial resources and protect against reducing service levels or reallocating resources due to
temporary budget shortfails. A formal policy for the creation, use, and maintenance of
accumulated reserves should be developed and enacted into Legislation.

Implementation: Short-term
Responsibility: Board and Legislature

14. A more predictable revenue model should be developed and implemented.

Issue: Projection of the revenue stream has not been adequate. Revenues continually change
because the method used to predict revenues is unreliable. This has resulted in significant
differences between initial budgeted revenue and actual revenue.

Recommendation: The WCB should formuiate and implement a new revenue model. Use
indemnity claims paid as a basis for determining assessments levied on employers and self-
insured employers. This will enhance the predictability of the revenue stream. This modei should
be documented in a manual to promote a better understanding of the revenuve determination
process.

Implementation: Long-term
Responsibility: Board and Management

15. An in-depth understanding of revenue should be maintained by the WCB Board of
Directors.

Issue: Excess assessments have been accruing and do not appear to be returned to employers in
accordance with the Statute.

Recommendation: The WCB Board of Directors needs to gain and maintain an in-depth
understanding of its revenue model. For example, training on this topic could be part of a new
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board member orientation process. WCB Board of Directors should monitor the accumulation of
excess assessment revenue collected to ensure the Board is in compliance with the Statute.

Implementation: Long-term
Responsibility: Board

16. A balanced budget should be developed.

Issue: The WCB is not operating within a balanced budget. A balanced budget is a basic
budgetary constraint intended to ensure the WCB does not spend beyond the maximum
assessment.

Recommendation: Biennial budgets submitted to the Bureau of Budget should not exceed the
maximum assessment levied per Subsection 154 of the Statute. WCB should operate within a
balanced budget. Management should monitor budget-to-actual performance monthly.
Compliance with the budget policy should be reviewed periodically and during the budget
process.

Implementation: Short-term
Responsibility: Board and Management

17. Program expenditures, over time, should be evaluated.

Issue: Budgeted expenditures within discretionary areas have been reallocated to cover budget
shortfalls in the Monitoring, Audit and Enforcement and Worker Advocate Programs. Budgeted
expenditures for these two programs appear to be based upon high-level estimates and have not
been predictable. Without performing adequate program expenditure analysis regularly,
decisions regarding additional revenue needs will not be substantiated.

Recommendation: Program expenditures need to be monitored and evaluated as to how they
change over time. This will help identify recurring and non-recurring costs, best enable
management to control program costs in an ongoing and proactive manner, and substantiate
decisions that will require additional funding for WCB or changes to imposed funding limits.

Implementation: Short-term
Responsibility: Board and Management
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3.5 Budgeting Roles and Responsibilities

Findings Analysis Conclusions

The board does not appear to hold Effective board policies provide direction for the Duties and responsibilities of WCB Board of Directors should be
management accountable for budget WCB Board of Directors. Without a written policy, defined through formal policies to guide their actions.

shortfalls. duties and responsibilities of board members are not Recommendation 12

defined, communicated, or discharged.

The WCB Board of Directors should be responsible for| Financial performance standards for the ED and management team
establishing performance standards for the ED and the | members should be developed and implemented by the WCR Board
Deputy Directors. Without such standards, the WCB of Directors to enhance accountability of management and to serve as
Board of Directors cannot adequately assess a tool to assess management and the agency’s performance in
management’s performance, comparison to the budget.

Recommendation 12
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Findings

Analysis

Conclusions

Summary year-to-date, monthly, and
quarterly budget-to-actual
performance reports are generated by
the Deputy Director of Business
Services, but are nol reviewed by the
WCB Board of Directors. Fiscal
reports reviewed by board members
consist of a high level summary as
opposed to a detailed budget analysis.

WCB Board of Dircctors have general supervision over
the administration of the statute and responsibility for
the efficient and effective management of the WCB and
its employees. General supervision necessitates that
WCB Board of Directors become involved to ensure
that issues are thoroughly analyzed before corrective
actions are approved, and 1o sec that these actions are
implemenied by the ED. Without sufficient usable
fiscal information, WCB Board of Directors are not
equipped to evaluate management or overall board
performance.

A formal board policy should be developed and implemented that
reflects the mission of the WCB. WCB Board of Directors should
receive orientation and training in responsibilities and policies.
Recommendation 12

Monitoring the WCB operations and performance on a
regular basis is implicit in the duty of reasonably
supervising WCB management and empioyees.
Generally, monitoring should occur through
management reporting at regular board meetings.

The WCB should evaluate its financial performance relative to the
budget on a monthly, quarterly, and yearly basis to supervise the
administration of the statute, increase accountability of management,
and monitor changes in operations as they occur. By increasing the
level of detail evaluated as well as the frequency, board decisions
relative to financial performance will be more timely and appropriate.
Recommendation 12

Budget information made available to
the WCB Board of Directors does not
enable them 10 adequately monitor
board performance.

Best practices suggest that key fiscal daia presented
should emphasize performance accompanied by
summary comments. Key fiscal data will enable the
WCRB Board of Direciors to easily compare WCB
performance against its fiscal goals.

Each month, the WCB Board of Directors should review the budget.
Budget performance reports should be concise, accurate, and timely.
Budget reports should help directors assess the financial condition of
the WCB and identify adverse trends. Financial data for board review
should include comparisons of the prior period’s actual results-to-
current pericd budget. Budget-to-actual performance results and
variances should be reported and explained by the ED, including
corrective actions that are required.

Recommendation 12

WCB Board of Directors do not
appear 1o monitor their own
expenditures in comparison to the
budget.

Without accountability, WCB Board of Directors do
not appear to meet their implicit duty of responsibility
for the efficient and effective management of the WCB
and iis employees.

WCB Board of Directors should lead by example.
Recommendation 12

©
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3.6 Budget Process

Findings

Analysis

Conclusions

Bicnnial budgets submitted to the
Bureau of Budget have exceeded the
maximum assessment levied per
Subsection 154.6 of (he statute. The
budgets submitled take into
consideration investment income, fees,
and other miscellaneous revenues. The
board does not currently budget for
annual contractual personnel increases,
The Bureau of Budget has experienced
untimely budget information in the
form of additional Financial Orders
from the board.

A balanced budget is a basic budgetary constraint
intended to ensure the WCB does not spend beyond the
maximum assessment.

The WCB should develop a written budget policy. This policy
should define a balanced operating budget, commitment to budget,
and provide for disclosure when a deviation from a balanced budget
occurs. Compliance with the policy should be reviewed periodically
and disclosed during the budget process.

Recommendation 16

The WCB Board of Directors believes
the accumulated board reserves are
available o them to cover increasing
expenditures and any potential budget
shortfalls. Clarity of the current statute
wording regarding the appropriate use
of board reserves appears 10 be subject
to interpretation.

A formal policy developed to guide the creation,
maintenance, and use of accumulated reserves will
enable the WCB to maintain a prudent level of
financial resources 10 protect against reduced service
levels or reallocating resources because of temporary
budget shortfalls.

A poiicy for the creation, use, and maintenance of accumulated
reserves should be established and the purpose for which they may
be used should be identified. Legislation should be submitted to
memortalize that policy in statute. Development of maximum and
minimum accumulated reserve amounts may be advisable.
Recommendation 13

Budgets for the MAE and WA
programs consist of high level
estimates, which are not quantifiable.
This has resulted in budget shortfalls
and the need to re-allocate
expenditures. A detailed expenditure
analysis of both programs appears not
10 have been undertaken. Board
members, the ED, and the Deputy
Director believe the reserve account is
available to cover these shortfalls.

Expenditure analysis and projections provide critical
information to WCB Board of Directors and
stakeholders about whether projected expenditure
levels can be sustained, and whether a program’s
current and future costs are acceplable as compared to
benelits and future revenues. Without performing
adequale expenditure analysis, decisions regarding
future program revenue and overall board revenue
needs will not be substantiated.

Expenditure projections should be developed and prepared on a
multi-year basis for each program. Costs need to be evaluated on
how they change over time, 1o isolate non-recurring costs or savings,
and to understand the implications of all costs once the program is
implemented. Expenditure estimates should identify service level
assumptions and key issues that may affect actual expenditures,
Projections should be made available to stakeholders and WCB
Board of Directors prior to making budget decisions.
Recommendation |7

S
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3.7 Revenue Stream

Findings

Analysis

Conclusions

Revenues continually change for prior
fiscal years, which has resulied in
significant differences between initial
budgeted revenue and actual surcharge
revenue received. Predictability of the
final revenue amount for any given
fiscal year has not been accurate,

State research conducted indicates that assessments for
similar state boards or workers’ compensation
administrative programs are based upon indemnity
claims paid in the prior ycar. The amount assessed
employers and self-insured employers in the current
year is a function of total indemnity claims paid in the
prior year rather than using a percentage of estimated
premiums. For each state that utilized this formula, the
revenue strecam was found Lo be predictable.

The WCB should formulate a revenue model for assessment
determination, projection, and budgeting that incorporates indemnity
claims paid as an assessment base for both employers and self-
insured employers. Indemnity claims paid by insurance companies is
a determinable amount, which would not be subject to future
adjustment, unlike premium audit adjustments. Assessments based
upon indemnity claims paid would enhance the predictability of the
forecasted revenue for a given fiscal year.

This model should be documented in a manual to promote a better
understanding of the revenue determination process. By enhancing
the predictability of the estimated revenues, stakeholders will have
increased confidence in overall revenue projections.
Recommendation 15

Excess assessments revenue has
accumulated and resulted in the corres-
ponding significant reduction in an
assessment rate in recent fiscal years.
Excess assessments for fiscal year 1997
appeared not to be returned to
employers of the State of Maine until
fiscal year 1999 and into 20600,

Assessments collected above the allowed reserve must
be used (o reduce the assessment for the following
fiscal year.

The accumulation of revenues collected above the WCB’s allowed
reserve for a given fiscal year must be monitored by WCB Board of
Dircetors and management in order to ensure the WCB is in
compliance with provisions of the Act.

Analyzing forccasted revenue variances should be performed by
WCB Board of Directors and management on a regular basis to
enable the WCB to improve projections for the future.
Recommendation 15

The reduction of fiscal year 1999,
2000, 2001, and 2002 assessments by
$250,000, $1,500,000, $1,735,000,
and $2,000,000 is not quantifiable.
The basis for the reduction in the
assessments is an estimate and appears
to exceed cxcess assessments received
from prior fiscal years.

Without WCB Board of Directors maintaining a full
understanding of the revenue projection process and
the inherent variability in the projection of revenues,
issues may not be uncovered in a timely manner, This
can impede WCB Board of Directors from developing
oplions and taking actions in an effective manner.

WCB Board of Directors and management should maintain an in-
depth understanding of board revenue. An analysis of revenue
projection and variances will increase the WCB Board of Directors’
ability to predict changes which will be less disruptive to the fiscal
budget going forward.

Recommendation 15

<
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Findings

Analysis

Conclusions

The breakdown of total excess
assessments revenue received and the
total board accumulated reserve dollars
1s not casily identifiable.

Documentation surrounding assessments recetved for
any given fiscal year used to create a reserve and
amounts above the reserve are important 10 the
administration function of the WCB and the averall
predictability of revenue projections.

Develop and maintain a revenue manual that documents revenue
sources and factors relevant to present and future revenue sources.
The document will promote a better understanding of resources and
will assist with the administration of the budget process.
Recommendation 15

3.8 Expenditures

Findings

Analysis

Conclusions

Budgeted expenditures have been re-
allocated amongst individual line
ilems within discretionary budget
areas lo cover shortfalls in the MAE
and WA programs. As a resull,
additional Financial Orders for
previously budgeted expenditures have
been requested of the Bureau of
Budget.

WCB Board of Directors and management sheuld
periodically evaluate the performance of the programs
and services the board provides. Programs and
activities should be reviewed to determine whether
they are accomplishing intended program goals and
making efficient use of resources. A performance
evaluation provides both accountabilily and
information on which to base improvements. Program
performance information should be availabte during
the budget process.

Performance measures, including efficiency and effectiveness
measures, should be presented in basic budget materials. Measures
should document progress toward achievement of goals and
objectives.

Recommendation 10

Board expenditures paid include costs
assoclated with a law clerk position
which does not appear to be a WCB
position. Expenditures for this position
have not been allowed to be built into
the Biennial budget at the State level.

Budgetary results should be analyzed by the WCB
Board of Directors on a monthly, quarterty, and yearly
basis to monitor expenditure resulis and make
appropriate planning decisions.

WCB Board of Directors should regularly monitor detailed
expenditures. This provides an early warning of potential problems
and enables the WCB Board of Directors to take action in a timely
manner.

Recommendation 17
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BERRY, DUNN MCNEIL & PARKER MATRIX

RECOMMENDATION IMPLEMENTATION FUTURE PLANS

12. Fiscal accountability at | The Board has implemented | The Board will monitor the
the WCB Board of cost center budgeting. The | implementation of cost
Directors should be Board will be responsible center budgeting.
improved. for setting and monitoring

the budget on a policy
level. Individual managers
will be responsible for
budget and performance in
individual cost centers.

The Board will receive
monthly reports showing
the amount of money that
was allocated and the
amount that was spent.

Variances will be identified
and explained.

13. A formal policy
regarding the use and
maintenance of the
accumulated reserves
should be developed.
Legislation should be
submitted to memorialize
that policy in statute.

The Board proposed L.D. 9
to clarify the use of
reserves.

L.D. 9 was ultimateiy
enacted as P.L. Ch. 93.

Use of reserves has been
clarified.

14. A more predictable
revenue model should be

The Board is considering
statutory amendments that

The Board will obtain more
input regarding this

developed and would require insurers as recommendation.
implemented. well as self-insurers to be

assessed a dollar amount.
13. Anin-depth The Board currently ‘The Beard will continue to

understanding of revenue
should be maintained by the
WCB Board of Directors.

receives a monthly report
showling revenue received
on a monthly and year-to-
date basis.

receive monthly reports
COTCerning revenue.

The Board tracks revenues
and forecasts collections
when calculating the
assessment.

The Board will continue to
track revenue and forecast
collections to determine if a
surplus exists when
calculating the assessment.

16. A balanced budget
should be developed.

The Board has always
submitted balanced
budgets. Requests that
exceed anticipated revenue
are always accompanied by
a proposal to generate the

The Board will contirue to
submit balanced budgets.




Nnecessary revenue.

17. Program expenditures,
over time, should be
evaluated.

‘The Board receives monthly
reports from managers
relating to performance of
the various units.

Managers will continue to
report to the Board on a
monthly basis.

The Board has continually
menitored the workload of
the Worker Advocates as it
relates to the Standard
Operating Procedures
{SOPs) for dispute
resolution. Resources have
been shifted to the Worker
Advocate program to ensure
that the dispute resclution
SOPs can be met while still
providing quality
representation for injured
workers.

The Board will continue to
monitor the activity of the
Worker Advocates, the
MAE program as well as
the other cost centers.

Prepared by the Maine Workers’ Compensation Board

September 2003




APPENDIX D

Outline of the Process for Developing the Workers' Compensation Board Budget



OUTLINE OF WCB BUDGET PROCESS

To illustrate the Board’s budget process, the following outline uses the FY 2004-
2005 biennial budget as an example. .

L Projected Expenditures.

The Board began the biennial budget process during the summer of 2002, one
year before the beginning of the FY 2004-2005 biennjum.

The first step was for the Board’s Budget Subcommittee (the “Subcommittee™) to
review the projected personal services cost information received from the Bureau of the
Budget. Personal services expenditures make up approximately 80% of the Board’s
expenditures.

The Subcommittee then reviewed the projected All Other expenditures for the
coming biennium. The budget instructions permit Other Special Revenue Fund
Agencies, such as the Board, to build in an inflation factor determined by the Revenue
Forecasting Committee. Typically, this number is around 2% to 3%. In building its All
Other budget, the Board tries to reduce All Other expenditures where possible, and to flat
fund otherwise. The Board does not simply build in the inflation adjustment.

II. Projected Revenue.

Next, the Subcommittee determined its total anticipated revenue for the coming
biennium. Total anticipated revenue consists of the assessment, income from interest,
fines and penalties and miscellaneous income from the sale of publications, copying
charges, etc.

III. ~ Compare Projected Expenditures With Projected Revenues.

The Subcommittee compared its projected expenditures and revenues. For the FY
2004-2005 biennium, expenditures were projected to exceed revenues by approximately
$1,300,000. The Subcommittee determined that it could not further reduce its All Other
expenditures and still pay rent, utilities, etc. The Subcommittee agreed that it could cut
its personal services expenditures by $135,000 without having too great an impact on the
provision of services.

Revenues were still going to be inadequate so the Subcommittee agreed, as part of
1ts budget submission, to propose legislation to raise the assessment cap by
approximately $1,400,000,

IV.  Presentation of Budget to Full Board.

The Subcommittee presented its recommendations to the full Board in August of
2002. The full Board accepted the Subcommittee’s recommendations and instructed the



Board’s Budget Officer to submit the approved budget to the Bureau of the Budget by
September 1, 2002, as required.

V. Last Minute Changes.

At the end of August, the Board was informed by the Bureau of the Budget that
costs associated with retiree health had increased statewide. This amounted to an
additional expenditure of $300,000 for the Board. The Subcommittee reconvened to
address this additional expense. In order to meet this obligation, the Subcommittee
recommended, and the full Board approved, a plan to cut personal services by an
ad\ditional $150,000 and to increase the assessment cap by an additional $150,000.

VL Spending Authority.

Ultimately, the Part I budget and L.D. 35 were enacted. Together, they increased
the assessment cap and authorized the Board to spend approximately $8,900,000 in FY
2004.

VII. Assessment,

The Board calculated and issued its assessment as detailed in the attached

calculation sheets. (n.b. — The Board normaily determines and issues the assessment by
May 1. The process was delayed this year to avoid having to issue two assessments.)

Prepared by the Maine Workers’ Compensation Board
September 2003
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Example of Cost Center Accounting



PROJECTED ALLOTMENTS, REVISIONS AND ACTUAL EXPENDITURES

FY 2003 - PILOT
Work Program - 0183

2.8% Alfrition Rate -
2001 FY 2002 FYo3 FY 03 Fiat Flest
CaO Yotal Expand Total ANoiment Experied | Guarter  Quaster
Expended YTD __|Allotment %

Personal Services 65,851,940 6 181440 sggg G;‘ZZ,ZZB 1!658! 8 1!858g1
Savings/Shortfall {after allotments and m@; 197,726 - ¢

All Other '
Prof Serv by State 4000 58,133 193,465 363,441 275,021 112,373 47 861 33421 82,158 25821 83,509 191,826 61,403
Prof Serv not by state 4100 1.265 1,459 4,879 3,107 1,167 360 1,202 1,507 1,325 740 1,185 500
In state kavel 4200 57,600 69,743 £5,889 62,387 17,911 17,506 17,182 13,988 16,259 15,862 14,638 17,232
Qut stata travel 4300 15421 8.055 8,018 4,281 0 [i 4,871 133 3,044 3,044 1,104 1,104
Utintles 4600 19,158 19,212 15,1 17971 3,799 4,534 3794 4462 3,794 5077 3,704 3,857
Remts . 4600 302270 321,170 327,813 338,749 80,930 79,534 82,320 B6,419 82,718 86,808 81,845 88,885
Repairs 4700 11,036 18,772 11,927 9,994 1,389 17 1,425 1,507 50801 2,528 4,012 4,243
Insuranca 4800 8,448 877 10,265 8,815 7,122 6,724 1,837 897 296 730 4] 664
General Offica 4900 256,853 243,498 208,954 273,560 76,900 62,366 67,576 79,135 66,882 74,988 57,596 57,071
Commodities 5200 2,930 2,131 3,068 a 200 0 400 ] 868 0 600 [
Technology 5300 277,781 358,116 635,330 530,883 159,900 82,084 160,400 84,9468 167,760 220,12 157,268 123,642
Minor Equipment 5500 . 21,204 [
Supplics 5600 82,180 12,97 714230 90,820 17,020 21,494 13,000 16,190 29,657 33,333 11,664 18,803

6900 11,184 [+ 0 [ 0 0 0 ¢ 0

Sta Cap - 8541 100.582 128_5@ 143,697 202,882 38,659 60,27 34,224 52,583 34,583 51,257 36,230 48,768
Total AO 1225176 1,460516] 1,824,904 1,818,470 51 1,380 384458 421,742 433,735 430,0§_§ E?B.DBG 561,763 425,211
Actual Cuarterly Resarvas after aliobmenis and revisions 248481 81 1ﬂ,ﬁ 57,24_5 180,867 -
Capital 14,847 115.000 144,955 25,000 14,955 90,000 100,000 L] o 0 0
Total Expenditures T.117,118 7,856,803 3,665,357 8,362,153 2,200,893 2057,731| 2,216,565 2,238,557| 1,997,035 2,083,364| 2,256,338 1,982,502
Board Account 54,235 84,897 64,906 44,462 16,215 11,406 16,215 12,080 16,238 9,380 16,238 11577
Law Court Glark 653,990 65,887 72,669 72,659 15,780 19,550 16,790 19,538
Total 7.235340 7,787,587 | 8,802,932 8,479.284

WA Ch 126 added $200,000
$30,000 for overtime and $170,000 for a new clerical/paralegal coniract to be established in the fourth quarter
**Funds originally allotted during FY 03 for the FY 04 coiract wers camied for encumbrance durng FY 04 par Ch 425

MAE  Ch 712 added one posiion $60.000 P/S and $5,000 all other

Admin  Ch 712 added $70,000 for actuarial study

Ch 692 Added one HO posiion $110,561 P/S and $14,43¢ all other

Personal Services Shortfal FY 03 $109,150
CARRIED ENCUMBRANCES ARE NOT BUILT INTO ALLOTMENTS
‘Pmulsmmmmhmmwumdomwmlwmdm. This Inchudes all and ravisk
The amounts shown on the cost centar break the actual to fund all ¢ In that cost canlar.

$30.000 added for WA overtime

$55,818 ws transfermad to the Genoral Fu\dﬁwuhyuvmfnrﬁ.ﬂmdays

Altachad are copies of the allotment inquiry screens from MFASIS



PROJECTED ALLOTMENTS, REVISIONS AND ACTUAL EXPENDITURES

FY 2003 - PILOT
Work Program - 0183

2.8% Affrition Rats -
2001 FY 2002 Fros Fyo3 First Fast Sacond Second Thind Third Fourth Fourth
GC&O Total Expand Total Allotment Expended | Quarter Quartar Quarter Quarter Quarter Quarter Quariar Quarter
Expended YTD _|Alleiment ﬁ Akotment % Allotment Alotment __Ex

Personal Servicas 5,88 6,181 440 64 28] 1658318 1 18 1! 04!323 1! & 1,567,737  1.507, 1 57
Savings/Shortfal (after alotments and reyisions} : Ew?;zs! pred ] 1 60,440 285

Al Other ' :
Prof Serv by State 4000 68,133 193,465 363441 275,021 112,373 47 861 33421 82,158 25821 83,589 151,826 61,408
Prof Sesv not by state 4100 1,285 1,459 4879 3,107 1,167 380 1,202 1,507 1,325 740 1,185 500
In state travel 4200 57,500 69,743 65,989 62,387 17,811 47,506 17,182 13,888 16,259 13,652 14,638 17,23;
Qut state travel 4300 15427 8,065 8,018 4,281 0 [} 4871 133 3,044 3,044 1,104 1,104
Utidties 4500 19,158 19212 15,181 17,971 3,799 4,534 3.784 4462 3,784 5077 3,794 3,897
Rents . 4800 302270 321,170 327,843 339,749 80,930 79,539 82,320 85419 82,718 86,508 81,845 86,886
Repairs 4700 11,036 10,772 11,927 9,994 1,398 J17 1425 1,507 5,091 2,528 4,012 4,243
Insurance 4800 8,446 9,877 10,265 8,815 7122 6,724 1,837 697 296 730 o 664
General Ofice 4900 256,853 243,498 268,954 273,560 76,900 62,366 87,576 78,135 66,882 74,988 57,596 57,071
Commodities 5200 2,890 2,131 3,068 0 200 0 400 9 568 0 600
T 5300 277,781 358,116 635330 630,883 169,900 82,084 160,400 94,946 157,760 220,212 157,268 123,64,
Minor Equipment 5500 . 21,204 [:
Supplies 5600 92,160 72,978 T1.430 90,820 17,020 21,454 13,050 16,180 29,657 33,333 11,664 19,803

6900 11,184 1] Q ] Q9 0 ¢ o 0 0

Sta Cap - 8611 100,582 128,836 142,697 202,882 38,859 50,27 34,224 52,583 34,683 51,257 38 48,768
Total AO 1,225,173 1,460,516] 1,024 904 1,83 8470 517,380 3B4458]  42t742 433,735 430,0ﬁ ?76.066 561,763 425211
Actual Quarterly Reserves afier alictmenis and revisions 248481 81 10,& 51’.24_5 180,867 el
Capital 14,847 115,000 114,855 25,000 14,955 £0,000 100,000 /] 4] 1] 0
Total Expenditures 7,117,118 7,658,803 3,665,357 3,362,453 2,200,698 2057,731| 2218,565 2,238,857 1,897,835 2,083,364 | 2,256,338 1,982,502
Board Account 54,235 64,897 64,906 44,462 16,215 11,406 16,215 12,080 16,238 9,350 16,238 11577
Law Court Glerk 63,980 65,887 72,669 72,669 16,760 19,550 16,780 19,539
Tolal 7.235340 7,787,587| 8,802,932 8479.284

WA Ch 126 added $200,000
$30,000 for overtime and $170,000 for a new clericalparalegal contract to be estabiished in the fourth quartar
"mewmmwmhmwummmmmmdmwmpercmzs

MAE  Ch712 added one posion $60,000 P/S and $5,000 all other

Admin  Ch 712 added $70,000 for actuarial study

Ch 692 Added ona HO position $110,561 PIS and $14,430 ad other

Personal Services Shorifakl FY 03 $109,150
CARRIED ENCUMBRANCES ARE NOT BUILT INTO ALLOTMENTS
‘Pmalsmuomunmmemmwnmuombymupamm. This includes all and
The amounts shown on e cost centar breal the achsal 1o fund all in that cost cantar.
$30.000 added for WA overtime

SSS.B18mhndumdhlnGumalFuﬂMuhmehMmdays

Aftachad are copies of the allotment inquiry screans from MFASIS




PROJECTED ALLOTMENTS AND ACTUAL EXPENDITURES
FY 2003 - PILOT
Work Program - Central Office

2.8% Altrition Rate

2001 FY 2002 FY 03 FY 03 First First Second Second Third Third Fourth . Fourth
Total Expend Total Aliotment Expended | Quarter  Quarlter CQuarter  Quarter | Quarter  Quarter Quarter CQuarter
Expended YTD Allobment __Expended | Alloiment_ Expended | Aliotment Expended | Alictment Expended
Personal Services 1,928,599 1,044 434 1,087,835] 1,850,327 523,266 __ 484,592] 523505 —500,8561 469,689 _ 433,554] 471 285 440,325}
Savings/Shortfall 128 508 38,674 22,739 36,135 30,560
2001 Central Office
All Other  Prof Serv by State 4000 13,724 26,327 91,214 75,682 65,000 4,975 15,500 37,115 5,500 29,748 5,214 3,844
Prof Serv not by state 4100 655 324 383 857 75 . 100 287 75 150 133 420
In state travel . 4200 6,241 7,616 7,844 2,881 1,961, . 1,399 1,961 516 1,961 298 1,961 668
Out state travet 4300 6,546 3,026 0 3,026
Utilities 4500 0 0 .
Rents 4600 9,851 5,563 5,840 6,675 900 1,131 2,290 1,706 1,750 1,966 900 1,872
Repairs 4700 5,183 1,568 5,274 3,535 474 611 600 350 2,600 1,821 1,600 753
Insurance 4800 7,619 8,315 8,681 7,643 6,800 6,649 4,206 345 681 315 - 334
‘General Office 4900 - 171,619 143,052 177478 105,876 56,000 23,069 45,000 34,234 40,000 29,598 36,478 18,975
Commodities 5200 [ 0
Technology 5300 39,948 29,860 30,216 24,062 7,500 4,735 7,500 5855 7,500 7,624 7,716 5,848
Minor Equipment 5500 ) ) 0
Supplies 5600 30,778 35467 33,215 24,185 8,000 4,574 5,215 5,759 15,000 7,530 5,000 6,322
6900 5,586 0 0 y

Sta Cap 8511 29,111 37,813 39,612 53,207 12,000 13,410 10,000 14,780 10,000 12,928 7,612 12,089
Total AQ 326,861 295905| 402,783 304,603| 158,710 60,553 92,392 100,947 85,067 91,978 66,614 51,125
Savings/Shortfall . 98,157 {8,555) {6,911) 15,489
Total Expenditures 2,255460 2,240,339| 2,390,618 2,163,930{ 681,976 545,145 615,987  601,803| 554,756 525532| 537,899 491,450

41.5 Positions - All Positions Funded at 100%

Chapter 712 added $70,000 for actuarial study ($30,000 for each Labor and Management in the first quarter and $10,000 for actuarial study in the second quarter)

CARRIED ENCUMBRANCES ARE NOT BUILT INTO ALLOTMENTS



PROJECTL. ..LLOTMENTS AND ACTUAL EXPENDITURES
FY 2003 - PILOT
Work Program - Computer Services-

2.8% Aftrition Rate
2001 FY 2002 FY 03 FY 03 First First Second Second Third Third Fourth Fourth
Total Expend Tola! Allotment Expended | Quarter Quarter Queartar Quarter Quarter  Quarter Quarter Quarter
Expended YTD __ |Allolment Expended |Allotment Expended |Alloiment E
Personal Services  ** 32,203 93,8427 95,894 24,878 24,869 24 878 257
Savings/Shortfall (1,952) 9 {875
2002 Comp Serv
All Other  Prof Serv by State 4000 4,800 4,896 0 1,200 1,248 1,248 1,200

Prof Serv not by state 4100 0 35 35
In state travel 4200 2,239 2,919 1,971 3,734 650 1,140 221 705 625 766 475 1,123
Out state bravel 4300 1,436 (1] 0
Utilities 4500 (4] 0
Rents 4600 113 117 117 150 0 24 30 24 40 24 17 78
Repairs 4700 0 0
Insurance 4800 85 87 0 87
General Office 4900 450 1,300 1,326 0 1,326
Commodities 5200 0 0
Technology 5300 155,490 226,802 508,937 416,349 127,250 55877 127,250 71,850 127,250 187,863 127,187 100,759
Minor Equipment 5500 6,735 0 0 ]
Supplies 5600 75 20 112 20 4 108

[1] 0
Sta Cap 8511 2,088 4,632 | 12,429 13,021 3.209 - 2,066 3,220 2,481 3,000 5,326 3,000 3,148
Total AQ 161,816 242665 529,783 433401 132,446 59,107] 133,285 75,099| 132,163 194,087 131,879 105,108
Savings/Shortfall 96,382 73,339 58,196 {61,924 26,771
Total Capital 14,847 115,000 114,955 25,000 14,955 80,000 100,000
Savings/Shortfail 45 * 10,045]  (10,000) 0 [
Total Expenditures 161,816 289,715 738,725 529,295 157,324 98,931 158,173 100,852 154,256 216,500 153,972 127,967
1 Positions - All Positions funded at 100%
** FY 2001 and a portion of FY 2002 personal services was paid from Central Services

"' 5300 allotted $126,500 quarterly for computer upgrade ¥

$16,000 one time DOL programming charge added ta FY 03, Request reduceuige $16,736~— From 116,730
$275,000 added per year for computer leases (includes replacement & mainienanca of 120 PC's, software & hardware)

Currently $75,000 built In for WAN and E-maill charges
Includes one-time expenditure of $25,000 to replace DOL?WCB databases

One time $75,000 for a Citrix server
Total Cost (240*120*12 = 345,600)
Added $3,000 from MAE position - MAII

Additional allocation for SLA recommended by the State's Chief Information Officer

. $100,000 transferred to BIS (as a cash transfer rather than expenditure)



PROJECTED ALLOTMENTS AND ACTUAL EXPENDiTU RES
FY 2003 - PILOT
Work Program - Dispute Resolution

2.8% Adttrition Rate

2001 FY 2002 FY 03 FY 03 First First Second Second Third Third Fourth Fourth
Total Expend Total Allotment Expended | Quarter  Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Expended YID Allotment _Expended | Alloiment Expended | Allotment Expended | Allotment Expended
Personal Services 2,707 641 2,682,787] 2922, 2,751, 760954 77544 772, 731,387 688312 0,592] 691,944 654,381
Savings/Shortfall 171,154 44,51 41,357 47,720 37,563
Dispute Resolution
All Other  Prof Serv by State 4000 10,474 62,428 18,292 26,746 4,573 1,555 4,573 719 4,573 10,726 4,573 13,745
. Prof Serv not by state 4100 250 125 4,614 595 ,000 1,000 225( . 1,000 295 1,014 75
In state travel 4200 30,266 32,549 33,648 35,450 8,400 9,655 9,100 7,340 8,100 8,071 8,048 10,384
Out state fravel 4300 3497 0 1,070 0 1,070
Ulilities 4500 15,392 16,434 12,285 15442 3,075 3,864 3,070 3,866 3,070 4,389 3,070 3,325
Rents 4600 235,571 250,581] 253,638 258,861 63,000 61,778 63,000 65,001 63,769 65,918 63,769 66,073
Repairs 4700 5,169 7417 5,887 5421 800 952 700 1,013 2,100 arg 2,287 3,087
Insurance 4800 642 702 740 7i7| . 100 75 320 352 320 75 215
General Office 4900 51,087 58,764 50,040 107,930 12,000 26,901 12,000 27,258 12,500 27,882 13,540 25,890
Commodities 6200 2990 2,131 3,068 0 200 ] 400 1,868 600
Technology 6300 49,123 48,7563 53,729 39,483 13,250 6,950 13,450 10,224 13,550 12,836 13,479 9,473
Minor Equipment 5500
Supplies 5600 37,851 18,904 19,220 51,217 4,000 14,351 4,000 8,972 7,500 18,784 3,720 9,110
6900 72 0 0
Sta Cap 8511 47,200 54,5632 55,745 83,088 14,000 21,498 14,000 21,599 13,900 19,922 13,845 20,069
Total AQ 480,504 553,320 511,276 624,340 124,398 147,578 126,683 146,658 132,250 169,268 k 61,
Savings/Shortfall (113,673) {23,180 {19,975 (37,018) {33,500}
Total Expenditures 3,197,235 3,236,107 3,434,230 3,376,753 894,352 873,021 899,427 878,045 820,562 809,860 819,889 815,826

44.5 Positlons - All Posilions funded at 100%

Ch 692 Added one HO position $110,561 P/S and $14,439 all other

GARRIED ENCUMBRANCES ARE NOT BUILT INTO ALLOTMENTS



PROJECTED ALLOTMENTS AND ACTUAL EXPENDITURES
FY 2003 - PILOT
Work Program - Worker Advocate Program

$30,000 for overtime and $170,000 for a new dlerical/paralegat contract o be established in the fourth quarter
* Ch 425 allowed $170,000 in WA unexpended cash reserves to be carried to FY 04 for overtime, $30,000 and clerical contract, $140,000

CARRIED ENCUMBRANCES ARE NOT BUILT iNTO ALLOTMENTS

2.8% Atirition Rate
2001 FY 2002 FY 03 . FY 03 First First Second Second Third Third Foeurth Fourth
Total Expend Total Alloiment Expended | Quarler  Quarer Quarter Quarter Quarter Quarter Quarter Quarter
Expended YTD Allotment Expended | Aliotment Expended | Ailotment Expended | Allotment Expended
Personal Services 1,024,712 1,235 610] 1,333,112 1,331,026] 353,110 ___337,037] 350,679 350,192 318,019 308,408] 311,304 — 335,350
Savings/Shortfall 086 16,073 487 9611 {24,086}
2004 Worker Advocate

All Other Prof Serv by State 4000 33,301.00 95,501 242338 165,593 40,000 37,831 10,500 44,324 11,000 35,625 180,839 43,813
Prof Serv not by stale 4100 160.00 685 138 515 30 285 40 150 30 - 75 38 5
In state travel 4200 15,615.562 23,250 21,156 18,463 6,500 4,775 5,500 4,685 5,500 4,444 3,656 - 4,559
Out state travel 4300 0 133 133
Utlkities 4500 3,766.10 2,778 2,896 2,529 724 &7 724 597 724 689 724 573
Rents 4600 56,734.86 64,909 68,318 74,063| - 17,000 16,606 17,000 19,597 17,159 18,997 17,159 18,863
Repairs 4700 684.00 1,787 766 1,038 125 154 125 144 3 337 125 403
Insurance 4800 185.60 565 607 315 135 N7 155 2060 115

. General Office 4900 30,841.24 32,645 31,907 48,451 8,000 11,885 8,000 12,905 10,000 13,126 5,907 10,535
Commodities 5200 0 0 )
Tachnology 5300 27,160.06 28,283 29,238 45,488 7,100 23,747 7,400 6,900 7,400 9,829 7,338 6,012
Minor Equipment 5500 4,806 :
Supplies 5600 22,474.77 18,057 14,732 11,665 4,000 2,011 3,700 1,440 4,900 4,654 2132 3,560

0 0

Sta Cap 8511 18,288.10 - 25,862 26,204 42,85 7,500 10971 5,004 11,098 4,700 10,098 9,000 10,689
Total AQ 209,210.65 2991287 438,3 11, 1, 08,935 58,310 100,674 61,959 102,074] 226,918 99,126
Savings/Shortfall 27,192 {17,821) (42 664 {40,115) 127,792
Total Expenditures 1,233,922 .63 1,534,738| 1,771,413 1,742,135| 444,224  445972] 408,989 451 165 379,978  410,482( 538222 434,516
24.5 Positions - all positions funded at 100%

WA Ch 126 added $200,000



PROJECTED ALLOTMENTS AND ACTUAL EXPENDITURES

FY 2003 - PILOT
Work Program - MAE Program

2.8% Altrition Rale

2001 FY 2002 FY 03 FY 03 First First Second Second Third Third Fourth . Fourth
Total Expend Totat Allolment Expended | Quarter  Quarter Quarter Quarter Quarter Quarter Quarter Quarter
. Expended YTD Allotment Expended | Allotment  Expended | Allotment_ Expended | Allotment  Expended
Personal Services 230,989.73 283,751.00 5. 3896771 117,102 86,377 118, 5! 104,409 102,330] 105411 104,336
Savings/Shortfall . 55,398 30,725 21,519 2,079 1,075
2005 MAE
All Other  Prof Serv by State 4000 6,625.00 6,758 7,060 1,600 3,500 1,600 1,779 3,500 1,779

Prof Serv not by state 4100 180.00 325.00 184 1,105 62 75 62 830 60 220
In state travel 4200 1,152.20 1,553.00 1,738 1,859 400 537 400 751 469 73 469 498
Out state travel 4300 - 3,947.68 8,055.00 1,475 4,147 775 700 3,044 1,104
Utilities 4500 : 0 0
Reants 4600 0 0
Repairs 4700 0 .0
Insurance 4800 210.00 0 140 140
General Office 4960 2,312.27 7,737.00 4,636 11,303 900 511 1,250 4,739 1,250 4,382 1,236 1,671
Commodities 5200 [i] 4 ’ .
Technology 5300 6,079.22 24,418.00 19,257 5,502 4,800 775 4,800 1,118 4,800 2,060 4,857 1,549
Minor Equipment 5500 . 9,663.00 293
Supplies 5600 1,000.43 438.00 1,515 3.642 1,000 558 175 15 175 2,257 165 812

0 [1]
Sta Cap 8511 3,679.24 5.875.00 7,198 10,710 1,950 2329 2,000 2,625 1,648 2983 1,600 2,773
Total AO 18,411.04 64,899 42,761 45,408 10,712 8,285 11,662 10,057 10,881 18,952 10,106 8,407
Savings/Shortfall (2,940} , 2,427 1,005 (8,071 1,699
Total Expenditures 249,400.77 348,650 487,836 435,085 127,814 94,662 129,215 106,692 115,290 121,282 115,517 112,742
7 Positions - All Positions funded at 100%
CARRIED ENCUMBRANCES ARE NOT BUILT INTO ALLOTMENTS

MAE Ch 712 added one paosition $60,000 P/S and $5,000 all other

$3,000 o CS for computer {250 per month)



2.8% Attrition Rale

PROJECTED ALLOTMENTS AND ACTUAL EXPENDITURES
FY 2003 - PILOT
Work Program - Board Account - 0751

Personal Services
Savings/Shorttait

Board Account
Prof Serv by State
Prof Serv not by state
In state travel

Out state travel
Utiliies

Rents

Repairs
Insurance
General Office
Commodilies
Technelogy

Minor Equipment
Supplies

Sta Cap
Total AO
Savings/Shortfall

Total Expenditures

Paid from Admin Fund

4000
4100
4200
4300
4500
4600
4700
4800
4900
5200
5300
6500
5600

8511

FY 03 FY 03 First First Second Secand Third Third Fourth Fourth
Allotment Expended | Quarter  Quarter Quarler Quarler Quarter Quarter Quarter Quarter
YTD Alloimend Expended | Allotment Expended | Allotment Expended | Allotment Expended
4 25,900 10,000 5,800 10,000 7400 10,000 5,600 10,000 7,100
1 4,200 2,600 4,400 2,900
446 3z 193 222
0 R
1,744 125 1,744 125 125 125
0 -
1]
1] 300 300 300 300
1Y)
Q0
20,500 14,340 5,125 3475 5,125 3,921 5,125 2977 5,125 3,968
[
825 360 76 360 235 365 290 365 224
0
113 80 80 43 95 70 95
0
, 1,094 225 281 225 297 228 231 228 285
24,906 18,562 6,215 5,606 6,215 4,690 6,238 3.790 6,238 4477
6038 ) 1,525 2,448 1,761
64,906 44,462 16,215 11,406 16,215 12,090 16,238 8,390 16,238 11,577



APPENDIX F

History of Board Assessments and Expenditures



Workers Compensation Board Administrative Fund

Summary of Assessments and Expenditures

FY98

FY99

FY00

FYO01

FY02

FY03

Statutory
Cap on
Assessment

$6,600,000

$6,600,000

$6,735,000

$6,735,000

$7,035,000

$6,860,000

Assessment
Billed

$6,600,000

$6,350,000

$5,100,000

$5,000,000

$4,735,000

$5,640,000

Assessment
Received

$8,068,110

$6,704,416

$6,371,085

$6,462,485

$5,311,000
YTD

$4,356,011
YTD

Budget
Allocation

$6,060,687

$6,855,515

$6,827,879

$6,999,165

$8,094,777

$8,691,175

Actual
Expenditure

$6,244,676

$6,799,166

$6,926,392

$7,117,125

$7,808,144

$5,559,846
YTD

Excess of
Receipts
over
Amount
Billed

$1,468,110

$354,416

$1,271,085

$1,462,485

$576,900

Amount
Allocated to
Reserve

$660,000

$354,416

85,584

Amount
Returned to
Employers
(returned by
reducing the
total
assessment)

$250,000

$1,500,000

$1,735,000

$2,000,000

$1,220,000

Note: FY98 = July 1, 1997 to June 30, 1998

Prepared by the Office of Policy and Legal Analysis, March 3, 2003
Source: Berry Dunn McNeil and Parker study report, 2001 and Workers’ Compensation Board Staff
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APPENDIX G

Funding and Assessment Methods of Other States



SUMMARY of FUNDING MECHANISMS for
STATE WORKERS’ COMPENSATION REGULATORY AGENCIES

Except as otherwise specified, most states fund the operating cost of their workers
compensation agencies through an assessment or a tax on both insurers and self-insured

employers.

In most cases, the assessment goes directly to the agency, but cannot be spent unlessit is
alocated by the Legidlature and the Governor. In some states, the assessment or tax is
deposited directly into the General Fund, and all or a portion of the amount is
appropriated to the agency from the General Fund by the Legislature and Governor.

In one state (Maryland), a 12-member Advisory Committee advises the governor on the

budget.

State Source of Funds Basis for Assessment
ALABAMA Assessment Based on compensation paid
ALASKA User fee

ARIZONA Premium tax

ARKANSAS Premium tax

CALIFORNIA Genera Fund

Plus supplemental funding of system
improvements provided by user assessment

Amount appropriated from
the General Fund = 1989
funding, adjusted for inflation
and work force

User assessment is based on
expected premium (ins) or
indemnity benefits paid (SI)

COLORADO Premium surcharge

(Deposited in General Fund; in 2002, 100%

went to WC agency)
CONNECTICUT | Assessment Based on Benefits Paid
DELAWARE Assessment on Insurers Based on benefits paid (ins)

Assessment of self-insured (goes to the
Genera Fund)

Based on covered payroll (SI)

Prepared by the Office of Policy & Legal Analysis
From Information Provided by the Workers’ Compensation Board
September 18, 2003




FLORIDA Assessment Based on net premium
collected (ins) or premium
that would have been paid
(S)

GEORGIA Assessment Based on premiums paid

(Deposited in the General Fund)

HAWAII General Fund
IDAHO Premium tax
ILLINOIS General Fund
INDIANA General Fund

Supplemented by fees paid by Sl and
independent contractors — Directly to agency

IOWA General Fund

KANSAS Assessment

Based on compensation
benefits paid

KENTUCKY Assessment

Based on premiums

LOUISIANA Assessment

(Deposited in General Fund Dedicated
Account)

Based on benefits paid in
prior calendar year

MAINE Assessment divided between insurers and
self-insurers on basis of pro rata share of
disabling cases attributable to each group

Based on premiums paid (Ins)
and Benefits Paid (SI)

MARYLAND Assessment

A 12-member Advisory Committee advises
the Governor on the agency’ s budget

MASS. Assessment (plus special trust funds)

MICHIGAN Genera Fund and Assessment of parties

$100 on each party to a
redemption case

MINNESOTA Assessment collected semi-annually

Based on premiums collected
(ins) or indemnity benefits
paid (Sl)

MISS. Assessment (plus $250 per insurey)

Based on gross claims paid

Prepared by the Office of Policy & Legal Analysis
From Information Provided by the Workers’ Compensation Board
September 18, 2003




MISSOURI Premium tax

MONTANA Assessment Percentage of compensation
and medical benefits paid

NEBRASKA Assessment 1% of premium (ins) or
1.25% of prospective loss
costs (S)

NEW Assessment Based on pro rata share of

HAMPSHIRE total benefits paid in prior
year

NEW JERSEY Annual Assessment

NEW MEXICO | Assessment collected by Tax Department Quarterly fee of $4 per

(which gets administrative fee). A portion covered employee (1/2 paid
goes to pay off bond for construction of WC | by employee, %2 paid by
office employer)

NEW YORK Assessment In proportion to indemnity
benefits paid in fiscal year

NO. CAR. Genera Fund

NO. DAKOTA Employer premium

(ND has an exclusive state fund)
OHIO Premiums and assessment Based on payroll (employers)
(Ohio has exclusive state fund)
Based on benefits paid (self-
Administrative assessment on self-insured insurers)
employers
OKLAHOMA Genera Fund primarily; aso revenue from
premium taxes, application fees, etc.

OREGON Assessment Based on direct earned
premium (ins) and simulated
earned premium (SI)

PENN. Assessment

RHODE Assessment Based on gross premium

ISLAND

So. CAR. Genera Fund

Prepared by the Office of Policy & Legal Analysis
From Information Provided by the Workers’ Compensation Board

September 18, 2003




Premium tax is deposited in General Fund;
Comp agency gets about 25% of tax
collected

SO. DAK. Genera Fund
TENN. Genera Fund
Premium tax goes to General Fund; Yz is
used for Second Injury Fund
TEXAS Assessment deposited in General Fund Based on unmodified
premium
UTAH Genera Fund Assessment based on
premiums
VERMONT Premium tax
VIRGINIA Premium tax
WASHINGTON | Premium
(State Fund?)
WEST Premium
VIRGINIA (W.Va. has exclusive state fund)
WISCONSIN Assessment Based on indemnity benefits
paid in prior year
(Deposited in General Fund; 100% goes to
agency)
WYOMING Premium tax

(Wy. has exclusive state fund)

G:\2003 Interim Studies\Workers Compensation Board\Other states.doc
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METHODS of FUNDING WORKERS’ COMPENSATION
ADMINISTRATIVE AGENCIES, BY STATE

CALIFORNIA
(LABOR CODE §62.5)

Administrative Structure:
Labor & Workforce Development Agency
Department of Industrial Relations
Division of Workers' Compensation

Funding Mechanism: Pursuant to AB 227 (2003 law chapter 635), the Division will be 100%
funded by an employer assessment in the future. Prior to passage of that law, the Division was
80% funded by the General Fund; 20% by Employer Assessment.

The employer assessment is determined as follows: the amount needed is alocated between
insured and self-insured employers in proportion to payroll in the most recent year available.
Among insured employers, the assessment is allocated in proportion to premium. Among self-
insured employers, the assessment is alocated on the basis of indemnity benefits paid in the most
recent year.

Contact: Bob Wong, Manager of the Information and Assistance Unit, (415) 703-4600.
www.leginfo.ca.gov. According to Mr. Wong, it had gotten too difficult to obtain funding from
the General Fund. The employer community seemed to be comfortable with shifting to 100%
assessment funding, realizing the need for efficient, effective service from the WC Division.
Division is generally acknowledged to be under-staffed. Budget of $100 million; 1 million
claims annually; 850 employees.

MASSACHUSETTS
(c. 152, §65)

Administrative Structure
Department of Labor and Workforce Development
Division/Department of Industrial Accidents

Funding Mechanism: The Division has 3 sources of revenue: an employer assessment, fines
($100 a day for failure to timely file aFirst Report) and areferral fee (currently $574 paid by
insurers for each case that goesto formal hearing). The Division gets a Genera Fund
appropriation and pays back the General Fund from its revenues.

The assessment rate is determined by dividing the total amount to be raised by the total amount of
losses paid in the prior year by that particular category of employers (i.e., private insured, self-
insured, group self-insured, public). The assessment rate for insured employersis applied to
current manual premium, times an experience modification, and is separately stated on premium

Prepared by the Office of Policy & Legd Analysis page 1
October 2003




notices. The assessment rate for self-insureds is applied to imputed premium times an experience
modification factor.

The balance in the fund at the end of the fiscal year in excess of 35% of prior year expenditures
must be used to reduce the next year’ s assessment. The Commission of the Industrial Accident
Department/Division may make additional assessments during the year if necessary to gain
sufficient revenue — the additional assessment is subject to approval of an advisory council and
the Commissioner of the Department of Labor and Workforce Devel opment.

Contact: Joan Endres, Accounting Division, 617-727-4900 x 232. www.state.ma.us/dia.
According to Ms. Endres, the Division has not had trouble getting the necessary funds
appropriated from the General Fund. The Division maintains up to a 35% reserve fund in case
collections are too low. She said she doesn't think the insurers protest the referral fee; it gives
incentive to settle at conciliation. The assessment is collected quarterly.

lowA
(CHAPTER 86)

Administrative Structure
Department of Workforce Development
Division of Workers Compensation

Funding Mechanism
General Fund

NEW HAMPSHIRE
(NH STAT. 281-A: 59)

Contact
Kathryn Barger, Director, Division of Workers Comp
(603) 271-3599

Administrative Structure
Department of Labor
Division of Workers Compensation

Funding Mechanism

Assessment of each insurer and self-insured employer on the basis of total workers comp benefits
(including medical) paid in the FY ending in the prior calendar year.

Total assessment cannot exceed the amount appropriated for the budget of the Division for the
FY in which the assessment is made. The assessment must be reduced by the balance in the fund
at the beginning of the new FY.

Kathryn Barger says that they have not had difficulty with assessment collections, and insurers do
not appear to have complaints about collections based on prior year’s benefits paid. The only

Prepared by the Office of Policy & Legd Analysis page 2
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problem is when figures about past benefits are incorrect and the assessment amount has to be
adjusted. Insurers that stop writing businessin NH still have to pay on the basis of benefits
payments, unless they are insolvent.

OREGON
(SECTION 656.612, .614)

Administrative Structure
Department of Consumer and Business Services
Workers Compensation Division

Funding Mechanism

Assessment is collected from insurers on the basis of current direct earned premium and from
self-insurers on the basis of direct earned premium that would have been paid had they been
insured employers. Division director determines manner and interval for payments.

NEVADA
(SECTION 232.680)

Administrative Structure
Department of Business and Industry
Division of Industrial Relations

Funding Mechanism

Administrator divides the cost of programs among groups of employers (self-insured employers,
self-insured groups, insured employers, etc.) who benefit from the program on the basis of
expected annual claims expenditures.

Within each group, the administrator determines an assessment rate that:

(8) Forinsurers: Reflects the relative hazard of the jobs covered by the insurers, results
in an equitable distribution of costs, and is based on expected annual premium;

(b) For self-insured employers and self-insured groups: Resultsin an equitable
distribution of costs among self-insured employers and is based on expected annual
expenditures for claims. Pursuant to rules adopted by the Administrator, “ Expected
annual expenditures’ are generally calculated as the average of expendituresin prior 3
years.

The administrator adopts rules to implement the law.

MINNESOTA
(MINN. STAT. SECTION 176.129)

Prepared by the Office of Policy & Legd Analysis page 3
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Administrative Structure
Department of Labor and Industry
Division of Workers Compensation

Funding Mechanism

Amount needed is allocated among insureds and self-insured on the basis of paid indemnity
losses in the prior calendar year. Among self-insureds, the assessment is allocated based on paid
indemnity losses, Among insured employers, assessment is allocated on the basis of premium
and collected through a policyholder surcharge

State agencies pay on a separate basis?

Half due by August 1; half by February 1.

WISCONSIN
(W1s. STAT. SECTION 102.75)

Administrative Structure
Department of Workforce Development
Workers Compensation Division

Funding Mechanism

Funds are provided by insureds and self-insureds in proportion that the total indemnity benefits
paid or payable in cases closed in the prior calendar year by that employer bearsto the total
indemnity benefits paid in cases closed in that calendar year.

Robert Conlin, Senior Staff Attorney for the Wisconsin Legislative Council, (608) 266-2298, says
that the assessment and costs of administering the workers comp system have not been a matter
of controversy in recent years.

RHODE ISLAND
(RI STAT. SECTION 28-37-13)

Adminigtrative Structure
Department of Labor and Training

Funding Mechanism

Assessment is 4-1/4% of gross premium paid during the preceding calendar year ( insurers) or
gross premium that would have been paid by self-insureds in preceding calendar year (or a
different amount if certified by the Department). If the assessment rate for the current year is
lower than the rate for the prior year, the insurer must reduce the employer’ s premium payment in
alike amount or refund the difference to the employer.

TEXAS

Prepared by the Office of Policy & Legd Analysis page 4
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CIVIL STATUTES, SECS. 8306-8309

Administrative Structure
Workers Compensation Commission 6 members, appointed by the Governor; Staffed by
Executive Director and staff

Funding Mechanism

Commission sets an assessment rate taking into account expenses, prior-year surplus or deficit,
other revenue sources. Insurers apply the assessment rate to modified annual premium; self-
insurers apply the same assessment rate to their “tax base” which equals the sum of liabilities
incurred in the prior year and administrative costs in the prior year.

Any deficit in collections is covered by the General Fund; any excess collections go to the
Genera Fund.

VERMONT
(TITLE 21, CHAPTER 9, 8601 ET SEQ.)

Administrative Structure
Department of Labor and Industry

Funding Mechanism

The assessment rate applicable to insurersis set annually by the General Assembly (the
Legidature). The rateisthe budget approved by the General Assembly (in the prior year?)
adjusted by the Department’ s projection for salary and benefits, minus the amount collected in the
prior calendar year from self-insureds, adjusted by the surplus/deficit from the prior calendar
year, divided by the total direct calendar year premium for the prior year.

(Amounts are currently set at .85% of direct calendar year premium for insureds, and 1% of
losses for self-insureds)
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Pros and Cons of Various Funding Mechanisms

Some Issues to Consider in Determining How to Fund the Workers’ Compensation Board
Practical Issues

Predictable revenue to the Board
Sufficient revenue to the Board
Predictable recovery from employers
Administrative ease

Policy Issue: Who should bear the costs of administering the system?
All taxpayers? (General Fund)
All covered employees and their employers? (See New Mexico)
All employers with covered employees? (Assessment based on premium)
All employers whose workers suffered compensable injuries? (Assessment based on premium or benefits paid)

Funding Method Pros Cons State Examples Comments
GENERAL FUND Revenue is somewhat predictable, | Need to compete with other California (before W(C agencies funded through
once appropriation is approved, programs needing GF dollars 2003, was 80% the General Fund are usually
but subject to budget cuts General Fund) located within a larger
No link to amount of size or department
Spreads the cost to taxpayers, usage of the system lowa
generally Special tax/assessment may
Illinois still apply to wc entities, but
Easy to administer funds are not dedicated
No. & So. Carolina
So. Dakota
Prepared by the Office of Policy & Legal Analysis page 1
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All potential users of the services

Not based on amount of

New Mexico ($4 per

Collected by the state tax

ALL COVERED of the administrative agency usage of the system covered e’ee quarterly, ¥ | entity, which takes a
EMPLOYEES and THEIR | share the cost pd by employer; % by percentage of collections to
EMPLOYERS Somewhat unpredictable employee) cover collection costs
ASSESSMENT

Specific dollar amount based
on prior year premium

Predictable revenue to the
Workers’ Comp Board, b/c it's a
specific dollar amount

Easy to divide among insurers
because prior-year premium
levels are known

Premiums presumably have some
relationship to the number of
employees, risk and injury rate

Insurers can’'t accurately
spread the cost to employers,
b/c it's not expressed as a
percent of premium

Insurers want assessment to
show as a separate item on
premium bills

Changes in market can make
current year payments unfair
— insurer can have significant
business one year, and less
business in the year the
assessment is collected

Rhode Island

Some states appear to
allocate costs based on prior
year premium, but allow
insurers to collect it from
current year policyholders.

ASSESSMENT

Specific dollar amount based
on prior year benefits paid
(indemnity, medical, both)

Predictable revenue to the
Workers’ Comp Board (b/c it's a
specific dollar amount)

Easy to divide among insurers
because prior-year benefits paid
are known

Makes employers/insurers with
frequent losses pay for
administration of system to deal

Same as for specific dollar
amount based on premium
(above)

May impact an insurer’s
settlement process

Payment of benefits does not
necessarily equate with cost
to the WCB (if employer
pays without contesting

Minn (SI) — Indemnity
benefits paid

NH — All benefits
Wisc. — Indemnity
benefits paid or payable
in cases closed in the
prior year

Maine (SI) — “aggregate

Prepared by the Office of Policy & Legal Analysis
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with the losses claims, less work for WCB) benefits”
ASSESSMENT Insurers can pass assessment Unpredictable revenue to the | Minn (I)
directly to employers WCB Oregon
Percentage of anticipated Vermont
premium (or assumed Texas
premium for self-insureds) Nevada
Mass?

USER FEE

Parties that use the system pay
for it

Unpredictable revenue

Unfair to impose costs on
parties who have not
intentionally chosen to
become involved with the
system

Massachusetts: insurers
pay a referral fee for each
case that doesn’t settle at
the conciliation stage);
pays for a portion of the
costs of the system

G:\2003 Interim Studies\Workers Compensation Board\Methods of Assessment Table.doc
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Appendix H

Proposal to Change Assessment Process, submitted by Department of Professional and
Financial Regulation Commissioner Robert E. Murray, Jr.



STATE OF MAINE
DEPARTMENT OF PROFESSIONAL
AND Financiarl REGULATION
35 STATE HOUSE STATION
AUGUSTA, MAINE

JOHN ELIAS BALDACCI 043330035 ROBERT E. MURRAY, JR.
GOVERNDR COMIMISSIONER
December 2, 2003 . REC EIVED
.Senator Bethada Edmonds ST L 9083
122 Hunter Road ’

Freeport, ME (4032
Dear Senator Edmonds:

" Enclosed is proposed language regarding the Workers” Compensation Board’s
assessment drafted at the request of Senator Edmonds. The draft deals with one of the
issues the committee has been addressing and has three main components.

e The board will assess insurers a fixed dollar amount based upon their prior year’s
premium writings. The allocation between-insurers and self-insureds remains
unchanged as is the self-insureds method for distributing their share of the
assessment among their members. Insurers will be allowed to recoup this
assessment from employers (the current assessment is a direct pass through to
employers) and the Bureau of Insurance will be required to monitor insurer
assessments to protect against over collection.

* Since the risk of over or under collection; no longer exists for the board, the
uncertainty as to the revenue flow into the Workers Comp Board is virtually
eliminated. Because this approach would create a more stable and certain source
of revenue, the need for a “reserve fund” is eliminated and the proposed draft
includes provisions which would accomplish that.

» The proposal provides for a transition from the current assessment method to the
proposed method. The transition language provides that insurer’s rates reflect the

need for lower assessments as the “old” assessment method winds down.

The administration looks forward to working with this subcommittee and the Labor
Commuttee on this issue, and would welcome further comments or discussions.

Sincerely,

/
Robert E. Murray, Jr.

Commissioner

QTFFICZE LOCATED AT: 122 NORTHERN AVENTUE, GARDINER, MAINE

PIIONE: (207) €24-8511 {\bice} TDD: 207-624-8563 FAN: (207) 6248505

Interner robert.e.murrav.jr @maine.gov



§ 154. Dedicated fund; assessment on workers’ compensation insurers and self-insured
employers

The Workers’ Compensation Board Administrative Fund is established to accomplish the
purposes of this Act. All income generated pursuant to this section must be recorded on the
books of the State in a separate account and deposited with the Treasurer of State and be credited
to the Workers” Compensation Board Administrative Fund.

1. Use of fund. All money credited to the Workers” Compensation Board Administrative
Fund must be used to support the activities of the board and for no other purpose. Any balance
remaining continues from year to year as a fund available for the purposes set out in this section
and for no other purpose.

2. Expenditures. Expenditures from the Workers’ Compensation Board Administrative
Fund are subject to legislative approval and allocation in the same manner as appropriations are
made from the General Fund. The joint standing committee of the Legislature having
jurisdiction over appropriations and financial affairs shall approve the allocation.

3. Assessment on workers’ compensation coverage. The following provisions apply
regarding the Workers’ Compensation Board assessment on workers’ compensation-insurance

-COVErage.

A. Every insurance company, as defined in section 102, er—asseciation—that writes
workers’ compensation insurance in the State and that does business or collects premiums
or assessments in the State, ineludins—newlylicensed—insurance—companies—and
asseetations;-and every self-insured employer approved pursuant to section 403, shall pay
to the board the assessment determined pursuant to this section for the purpose of
providing partial support and maintenance of the board._ The Burean of Insurance shall
report to the board all newly authorized workers’ compensation insurers or individual or
group self-insurers in order to facilitate notification to the new carrier of its obligations

under this section. An insurance company or self-insurer whose authority terminates
remains responsible for the assessment that is due in the year following the termination of

its certificate of authority.

B. The assessment must be a dollar amount detenmned by the board in accordance with

subsection 6-A-state . In determining

the assessment—-pereea%aae level, cons1derat10n must be given to the balance in the
Workers’ Compensation Board Administrative Fund.




D. All assessments under this section are due and payable by July 1st, except that an
Every-insurance company or individual or group self-insurer asseciation-subjectto-the

assessmentimposed-by-this-section-with an estimated-annual payment of $50,000 or more
may make payments in equal quarterly installments

based-on previous-assessTReRt Fetumms-
on the lst day of each July, October, Janum and Ap_n —Eaeh—m*aﬂee—ew

forms-preseribed-by-the-board. Each insurer and individual or group self-insurer subject
to assessment shall file a return with the board, on a form prescribed by the board, on or
before the date the annual or quarterly payment is due, and remit payment of the
assessment. Affiliated insurers may aggregate their collection volume in order to meet
the $50,000 assessment threshold as long as the affiliation is consistent with the standards
defined in Title 24-A, section 222, Those qualifying insurance companies esassociations
that opt to consolidate their quarterly payments and reports may do so only if each
individually licensed company er—asseeiation—is individually reported within each
consolidated return.




5. Amounts of premiums and losses; distribution of assessment. The Bureau of
Insurance shall provide to the board the amounts of gross direct workers’ compensation
premiums written by each insurance company-earrier and the amounts of aggregate benefits paid
by each individual self-insurer-and group self-insurer in each calendar year on or before April 1st
of-each the following year. Beginning with the assessment for the fiscal year beginning J uly 1,
1995 and thereafter, the total assessment must be distributed between insurance companies er
asseeiations and self-insured employers in direct proportion to the pro rata share of disabling
cases attributable to each group for the most recent calendar year for which data is available.
This distribution of the assessment must be determined on a basis consistent with the information
reported by the Department of Labor, Burean of Labor Standards, Research and Statistics
Division in its annual Characteristics of Work-Related Injuries and Ilnesses in Maine
publication, provided that any segment of the market identified as “not-insured” be excluded
from the calculation of proportionate shares. In consultation with the Director of Labor
Standards, the board shall determine a date prior to the required assessment tc establish the
distribution._ Within each group, insurance companies must be assessed in proportion to their
gross direct workers’ compensation premium in the preceding calendar year, and individual and

group self-insurers must be assessed in proportion to their aggregate benefits paid_in the

preceding calendar vear.




6-A. Calculation of assessment. Fach vear, on or before May 1st. the board shall

determine the aggregate agsessment to be levied under this section for the coming fiscal year and
shall send an invoice to each insurance company and each individual and group self-insurer for
its share of the assessment. Beginning with the assessment for the fiscal year beginning July 1,
2005, the sum of the aggregate assessment for a fiscal vear and the projected fund balance as of
the beginning of that fiscal year mav not exceed $8,525,000. :

7-A. Insurance premiums. ‘An insurer may include within its rates and premiums

charged for workers’ compensation insurance policies an amount sufficient to cover the
assessment the insurer reasonably expects to be assessed pursuant to this section, In order to
provide for equitable treatment of policyholders with different anniversary dates, that rating
factor may only be changed with an effective date of Tuly 1st, and the portion of a policyholder’s
12-month premium attributable to anticipated assessments may be treated as fully earned at
policy issuance. That amount may be separately stated on all premium notices. The Bureau of
Insurance shall monitor the premiums collected by each insurer for the purpose of recouping
anticipated assessments and shall report annually the amount gollected from employers and the
agsessment actually paid, For purposes of calculating an insurer’s premium tax or its Workers’
Compensation Board Administrative Fund Assessment for the following vear, the amount of any

assessment paid pursuant to this section must be deducted from the insurer’s premium for the

year in which the assessment is paid.

8. Violations. Any insurance company;-asseeiatier or self-insured employer subject to
this section that willfully fails to pay an assessment in accordance with this section commits a
civil violation for which a forfeiture of not more than $500 may be adjudged for each day
following the due date for which payment is not made.

9. Deposit of funds; investment. All revenues derived from assessments levied against
insurance companies—asseeiatiors and self-insured employers described in this section must be
reported and paid to the Treasurer of State and credited to the Workers’ Compensation Board



Administrative Fund. The Treasurer of State may invest the funds in accordance with state law.
All interest must be paid to the fund.

10. Deposit of funds in Workers’ Compensation Board Administrative Fund. The
Treasurer of State shall deposit in the Workers’ Compensation Board Administrative Fund funds
collected pursuant to section 152, subsection 14.

11. Repealed. Laws 1995, c. 59, § 6, eff. May 3, 1995.

12. Audit. In consuitation with the Bureau of Insurance, the board may audit all returns
and investigate any issues relevant to the collection and payment of any assessment under this
section.

Transition Section of Bill

The reserve fund ceases to exist as a separate account within the Workers” Compensation Board
Administrative Fund on July 1, 2005. The expected reserve fund balance as of July 1, 2005 must
be included in the available balance of the Workers’ Compensation Board Administrative Fund
for purposes of reducing the assessment for the fiscal year beginning July 1, 2005 in accordance
with Title 39-A, section 154, subsection 6-A.

Insurers choosing to adjust their premium rates to reflect the new assessment mechanism shall
file notice of the rate revision with the Superintendent of Insurance as soon as possible after the
insurer’s assessment is determined. Such rate revisions may not apply to policies issued or
renewed before July 1, 2005.

£

The amendments to Title 39-A, section 154 apply to all assessments due from insurers and self-
insurers on and after July 1, 2005 for the fiscal years beginning on that date and thereafter. The
assessment on insurers for coverage in force between the effective date of this Act and July 1,
2005 is governed by the law in effect immediately before the effective date of this Act, as
modified by the following transition provisions:

A. The board may not adjust the assessment percentage for insurance policies on or after
the effective date of this Act. Insurers shall pay assessments at the percentage in force on
the effective date of this Act on all policies issued or renewed between the effective date

of this Act and June 30, 2005.

B. Assessments on policies in force before July 1, 2005 must be based on the audited
premium for the full term of coverage, with the exception of multiyear policies, which
must be assessed on a pro rata basis for the period of coverage ending on the first
anniversary date on or after July 1, 2005. Policies issued or renewed on or after July I,
2005 are not subject to percentage surcharges pursuant to this section, with the exception
of policies issued as midterm replacement coverage for surchargeable policies, which
must be assessed on a pro rata basis for the period of coverage ending on the anniversary
date of the prior policy.



C. Collection of aggregate assessments in excess of the limit established by Title 39-A,
section 154, subsection 6 does not make those assessments subject to refund. . All
otherwise valid assessments collected in excess of that limit must be retained in the
Workers’ Compensation Board Administrative Fund and applied to reduce subsequent
assessments.

D. Quarterly returns and assessment payments due from insurers on or before April 30,
2005 are governed by the law in effect immediately before the effective date of this Act.
The board shall develop transitional quarterly return forms for use on and after July 1,
2005 by insurers that have not yet filed a final reconciliation of all policy surcharges and
refunds on coverage issued or renewed before July 1, 2005. With each transitional
return, the insurer shall remit to the board its current quarterly assessment installment,
plus all surcharges collected from employers more than one month before the due date of
the return and not already reported on a prior return, minus all surcharge refunds paid to
employers more than one month before the due date of the return and not already
reported on a prior return.

E. In establishing its assessment levels for insurance companies for the fiscal years
beginning July 1, 2005 and July 1, 2006, the board shall first allocate the aggregate
assessment revenue required between insurance companies and self-insurers, as provided
in Title 39-A, section 154, subsection 5. The board shall then determine the aggregate
assessment to be levied on insurance companies on a current basis, by deducting, from
the total amount to be collected from insurance companies, the anticipated net revenues
from all surcharges remitted during the fiscal year pursuant to subsection D on coverage
issued or renewed before July 1, 2005, including premium audit adjustments on those

policies.



Appendix |

Description of the Assessment Calculation for FY 04



* WORKERS’ COMPENSATION BOARD
| INSURANCE COMPANIES hSSESSMENT CALCULATIONS
FY’ 2004

Estimated Total Market
From 39-A MRSA 154 (3)

The assessment must be stated as a percentage of each employer’s premium base. In establishing
the assessment percentage, the board shall estimate the expected premium base for the upcoming
fiscal year based on returns filed...and anticipated trends in the insurance marketplace. The
premium base for assessment purposes is the payroll times the filed manual rate times the
employer’s current experience modification factor, if applicable. The only deductible credits that
may be included in the calculation are for the $1,000 and $5,000 indemnity deductible and the
$250 and $500 medical deductible per 24-A M.R.S.A. §2385 and 2385-A. For policies written
using retrospective rating, the premium base must be calculated in accordance with this paragraph
regardless of the actual retrospective premium calculation.

Estimated Total Market: $240,000,000

Pro Rata Share of Disabling Cases
From 39-A MRSA 154 (5)

The assessment must be distributed between insurance companies or associations and self-insured
employers in direct proportion to the pro rata share of disabling cases attributable to each group for

the most recent calendar year for which data is available.

Pro rata share of disabling cases:

Insurance Companies 8,983 (60.5119568878%)
Self-Insured Employers 5,862 (39.4880431122%)
TOTAL 14,845 (100.00%)

£

Amount of Assessment.
39-A MRSA 154 (6)

Total FY” 2004 Assessmgnt: $7,830,000

Note that the Board has voted to reduce the amount of this assessment by $560,000. This reduced
the assessment that employers ultimately have to pay to $7,830,000.

Assessment Disfribution. (Pro rata share x total assessment = assessment distribution)

Insurance Companies: 60.5119568878% x $7,830,000 = $4,738,086.22
Self-Insured Employers: 39.4880431122% x $7,830,000 = $3,091,913.78
Individual Assessment

39-A MRSA 154 (3)

Total Assessed Amount for Insurance Companies / Estimated Total Market = FY? 2004
Assessment Rate )

$4 ,738,086.22 / $240,000,000 = 1.97%

August 2003



_ WORKERS’ COMPENSATION BOARD
* | SELF-INSUREDS JASSESSMENT CALCULATIONS
FY?2004

Assessment on Self-Insured Emplovers:

From 39-A MRSA 154 (4). Every self-insured employer must pay an assessment on aggregate
benefits paid. This assessment must be a dollar amount.

Pro Rata Share of Disabline Cases

From 39-A MRSA 154 (5)

The assessment must be distributed between insurance companies or associations and self-insured
employers in direct proportion to the pro rata share of disabling cases attributable to each group for
the most recent calendar year for which data is available.

Pro rata share of disabling cases:

Insurance Companies 8,983 (60.5119568878%)
Self-Insured Employers 5,862 (39.4880431122%)
TOTAL 14,845 (100.00%),

Amount of Assessment.

Total FY*2004 Assessment: $7,830,000

Note that the Board has voted to reduce the amount of this assessment by $560,000. This reduced
the assessment that employers ultimately have to pay to $7,830,000.

Assessment Distribution,
(Pro rata share x total assessment = assessment distribution)

Insurance Companies: 60.5119568878% x $7,830,000 = $4,738,086.22

Self-Insured Employers: 39.4880431122% x $7,830,000 = $3,091,913.78

Individual Assessment.
From 39-A MRSA 154 (4)

Each member shall pay an assessment on aggregate benefits baid.
Total Assessed Amount / Total Aggregate Benefits Paid = Individual Percentage
$3,091,913.78 / $86,585,803.09 = 3.5709246382%

This percentage is multiplied by the aggregate benefits paid as reported by each self-insured
employer to determine the individual self-insured assessment dollar amount due.

Payments are due June 1 from all self-insured employers.

Prepared by the Maine Workers’ Compensation Board
September 2003 ' "
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