8—Workmen’s Compensation Insurance

account the general occupational classifica-
trions or industnal activihes of the wsured
About 15 percent of the employers, paymng
about 85 percent of the premiums, are ex-
penence rated That 1s, their premiums are
modified to reflect therr loss expenence m the
past relative to others m the same class  Also,
the statistical relability of that expenence 1s
taken mto account, the larger the busmess,
the more credible 1ts experience Since em-
ployers with a small number of workers are
hkely to expenience volatile changes i mjury
rates from year to year, only employers of
large numbers arc expenence rated

Another factor in the premum setting pro-
cedure 1s that discounts are given according
to the size of the nsk, this 1s an advantage to
large companmies Therr rates thus reflect the
economies of scale which result from spread-
mg certam fixed costs over a larger amount
of premium Finally, large compames by
retrospective rating may have their premiums
adjusted at the end of a policy year to match
their actual expenence

Most insurers use rates developed by a
rating bureau In some states, the rates de-
veloped by the bureau are mandatory, in
others, advisory only Almost half the pre-
mums are written on a participating basis
Participating  policyholders receive penodic
dividends that reflect insurer experience and
sometimes their own

Financing self-insured benefits

Fums that cover workmen’s compensation
nsks through private insurance compames or
state funds pay a premwum n advance In
contrast, self-insurers have several options for
financing They may simply pay for labih-
ties as they are expenenced, directly from
operating funds, or they may provide some
advance funding m one or more ways In
those states requinng deposits of funds by self-
insurers, part or all of the funding for out-
standing habilhities 1s provided for 1n advance
mandatouly Even if not requued, a self-
msurer may set aside reserves, or even formally
insure its nsk through a wholly owned sub-
sidiary insurance company created for this
purpose

Such advance funding prevents severe dis-
ruptions 1 cash flow from unforeseen loss
expenence o1 accumulated habihties
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insurer administrative costs

One of the recurnng issues n evaluating
workmen’s compensation i1s the financial ef-
ficiency of the msurance mechamsm for pro-
viding benefits A major part of the issue 1s
the companison between private and state
fund mnsurance

The premiums collected by pnivate insurers
are used not only to pay benefits but also for
expenses associated with claims such as in-
vestigation and legal fees, for sales, supervi-
sion, and collection, for admnistration, for
safety programs, and for taxes, licenses, and
other mandatory fees as well as for earnings
In 1970, stock mnsurers that do not pay divi-
dends to poheyholders had expenses totahng
31 percent of premiums earned, therr under-
wrnting gain was 5 percent of premiums paid
For stock wnsurers that pay dividends to pol-
icyholders, the expense ratio was 25 percent,
the underwnting gan, 14 percent Mutual
msurers had an expense ratio of 24 percent
and an underwntng gain of 13 percent The
dividend-paying stocks and mutuals returned
part of theirr underwnting gain to their pohcy-
holders In additon to therr underwnting
gams, these msurers had investment profits

State funds have much the same costs as
private msurers with these exceptions lower
(or no) taxes and fees to the state govern-
ment, no margin for private profit, and lower
selbing costs  Consequently, although the
vanation among mdividual funds 1s great, ex-
penses have averaged less than 10 percent of
total premiums paid, well below the ratio for
private surers Some state funds incur
smaller expenses for administrative and legal
services, which may be financed from other
government funds On the other hand, state
funds 1n some instances may msure greater
proportions of high-nsk compames than
private carmmers and incur proportionately
heavier charges for benefits

Other admimistrative costs

Another aspect of financing workmen’s com-
pensation relates to the cost of supporting the
public agencv that admimsters the program
The cost of operating the industnal comms-
sion (or other adminmistenng agency) 1s borne
either by assessments upon insurers and self-
nsurers or through appropnations from public



