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Rating Bureau Recommends Drop in Workers’ Comp Rates
The Governing Committee of the Workers’ Compensation Insurance Rating Bureau, California (WCIRB) this week approved the Bureau’s July, 2005 rate filing that will recommend a 10.4% reduction in workers’ compensation “pure premium.”  The WCIRB submits its rate filing to the California Department of Insurance; CDI, in turn, will hold hearings beginning next month to review the WCIRB filing and to develop its own advisory rate.  In developing the CDI advisory rate Insurance Commissioner Garamendi is free to adjust the WCIRB recommendation up or down.  In recent years the Commissioner has approved advisory rate reductions in excess of the WCIRB submissions, arguing that the WCIRB pure-premium filings then before him had failed to incorporate fully the savings generated from legislative reforms.

Keep in mind that the advisory rate is just that, advisory.  Insurers, including the State Compensation Insurance Fund, are free to develop and implement rates that differ from the CDI advisory rate.  But both the WCIRB and the CDI recommendations tend to set the terms of any contemporaneous political debate on workers’ compensation.  Hints of the debate likely to come this year could be heard during the Governing Committee meeting.  Both labor representatives voted “No” on the recommendation and expressed the belief that the 10.4% recommended reduction failed to capture the full medical cost savings that SB 899 (Poochigian) and earlier reform legislation have generated.  

Because the SB 899 reforms have been in place for less than one year, WCIRB actuaries face a difficult task of judging the systemic reforms with months rather than years of data.  That said, the WCIRB analysis indicates that the rounds of legislative reform in 2003 and 2004 have produced tangible and significant savings.  The big story in workers’ compensation during the next few years will be whether these savings continue to increase, merely endure, or begin to erode.  

Rule 4 Changes Coming

The WCIRB Governing Committee was busy this week; in addition to approving the pure-premium filing described above the committee also approved some amendments to Section V, Rule 4 of the Rating Plan that governs labor contractors.  These labor-contractor arrangements often, but not always, come through Professional Employer Organizations (PEOs).

Rule 4 controls the manner and method by which labor contractors obtain workers’ compensation coverage for leased workers and report related experience data.  The State Compensation Insurance Fund, which writes the bulk of labor-contractor insurance, has in recent years objected to the provisions of current Rule 4 that both require an insurer to name the labor contractor as the insured on a workers’ comp policy and allow a labor contractor with multiple clients not eligible for experience rating to combine these risks on one “master policy.”  SCIF began insisting that the labor-contractor client be the named insured and that each client, whether eligible for experience rating or not, be issued a separate policy.  Those moves prompted the Staff Resources case in which the named petitioner, a PEO and SCIF insured, filed an administrative challenge to these SCIF practices with the California Department of Insurance.  The administrative law judge assigned to the Staff Resources case found late in 2004 that the SCIF had violated Rule 4.  Commissioner Garamendi upheld the ALJ decision and, just three weeks ago, a Sacramento Superior Court Judge rejected the SCIF appeal of the commissioner’s decision.  

SCIF may have lost the legal battle but it appears poised to win the policy war.  The amendments to Rule 4 just approved by the WCIRB Governing Committee would authorize any insurer, at its option, to name either the labor contractor or its client as the insured and require that every labor-contractor client, regardless of experience-rating eligibility, be insured on a separate policy.  These amendments effectively moot the Staff Resources holding.  Commissioner Garamendi has final authority over the changes, which he can accept, reject or modify through a formal rule-making process.  The CDI will open the file and set a hearing schedule on Rule 4 early next month.

More Initiatives—Three Increase Taxes on Insurers’ Premiums
Numerous initiatives were cleared for circulation by the Secretary of State this week, adding to the already 75 plus measures slated for the November ballot.  Three of the initiatives address the issue of corporate taxation—two of the three increase commercial property taxes—and the third includes a transportation and road maintenance funding.  The following is a brief synopsis of the three measures:

Corporate and Commercial Property Tax Increase. Sales Tax Reduction. Initiative Constitutional Amendment and Statute. 

Creates taxes on corporations and commercial property; reduces state sales/use taxes by equivalent amount. Amends Prop. 13 to tax commercial property at current market value. Creates oil extraction tax. Increases tax on insurers’ premiums. Increases general corporate income tax/alternative minimum corporate tax. Establishes graduated tax on “S” corporation income over $100,000. Limits carryover credits available to reduce corporate taxes. Limits corporate tax deductions for energy drilling/development costs. Subjects certain foreign business income to state taxation. Requires state budget summary in statewide ballot pamphlets. Summary of estimate by Legislative Analyst and Director of Finance of fiscal impact on state and local governments: Potential increase in local government revenues of about $1.3 billion annually coupled with increased state spending obligations of a similar amount. Increased property tax and income tax payments by businesses offset by a commensurate amount of sales tax reductions for individuals and businesses. Proponents must collect 598,105 valid signatures by Aug. 19, 2005.

Corporate and Commercial Property Tax Increase. Reduction in Sales Tax. Initiative Constitutional Amendment and Statute. Increases taxes on corporations and commercial property; reduces state sales/use taxes by equivalent amount. Amends Prop. 13 to tax commercial property at current market value. Creates oil extraction tax. Increases tax on insurers’ premiums. Increases general corporate income tax/alternative minimum corporate tax. Establishes graduated tax on “S” corporation income over $100,000. Limits carryover credits available to reduce corporate taxes. Limits corporate tax deductions for energy drilling/development costs. Subjects certain foreign business income to state taxation. Requires budget summary in statewide ballot pamphlets. Summary of estimate by Legislative Analyst and Director of Finance of fiscal impact on state and local governments: Potential increase in local government revenues of about $1.3 billion annually coupled with increased state spending obligations of a similar amount. Increased property tax and income tax payments by businesses, offset by a commensurate amount of sales tax reductions for individuals and businesses. Proponents must collect 598,105 valid signatures by Aug. 19, 2005.
Corporate Taxation. Transportation and Road Maintenance Funding. Initiative Statute. Increases state corporate taxes to fund public transportation and road maintenance costs. Creates oil extraction tax. Increases the tax on insurers’ premiums. Increases general corporate income tax/alternative minimum corporate tax. Establishes a graduated tax on “S” corporation income over $100,000. Limits carryover credits available to reduce corporate taxes. Limits corporate tax deductions for energy drilling and development costs. Subjects certain foreign business income of multinational jurisdictional corporations operating in CA to state taxation. Requires publication of a state budget summary in statewide ballot pamphlets. Summary of estimate by Legislative Analyst and Director of Finance on fiscal impact on state and local governments: Increased state revenues from higher business taxes of approximately $1.7 billion annually, with the proceeds used for transportation purposes. Proponents must collect 373,816 valid signatures by Aug. 19, 2005.
Competing Pension Reform Measures Could End Up on Ballot

In addition to the pension reform initiative backed by Governor Arnold Schwarzenegger, at least two competing measures could end up on the special election ballot this fall.  

One of the measures, sponsored by the UCLA Faculty Association, would create a 401(k)-style pension plan for public employees almost identical to the governor’s proposal, but would allow University of California employees to remain on a traditional pension plan. The UCLA Faculty Association argues that the UC pension system has avoided some of the problems that have hurt the California Public Employees’ Retirement System (CalPERS) and the traditional pension serves as a strong recruiting tool.

The second measure, sponsored by the Consumer Federation of California, proposes that rather than eliminating the traditional pension plan for public employees, private employers in California should be required to provide such a plan for nearly all of their employees.  The proposal, titled the Portable Retirement Security Act of 2005, seeks to establish a massive pension fund controlled by CalPERS that would administer the newly required plans.  Small employers and those businesses that already offer a pension plan would be required to contribute to the plan.  Under the proposal, employers would be required to make contributions, but employees could opt out of taking deductions from their paychecks and would receive smaller retirement benefits in the end.  

A third measure has been cleared for circulation.  The following is a brief summary of the proposal:

Defined Benefit Retirement Plan. Private Sector Employees. Initiative Statute. Creates new defined benefit retirement plan for private sector workers, including part time and seasonal workers. Funded by mandatory employer fees and voluntary worker contributions; exemption for certain employers. Employer fee based on number of employees needs of program. Employee contribution approximately 4% of wages. Service credit for work for all employers up to 2,000 hours annually; partial credit for employment before Jan. 1, 2005. Separate benefit categories for regular and safety members, broadly defined. Reduced benefits for employees who decline to contribute. Creates CA Employee Retirement Board to administer retirement plan. Summary of estimate by Legislative Analyst and Director of Finance of fiscal impact on state and local governments: Net reduction in state revenues, potentially in the range of $1 billion annually. Unknown annual state and local governmental costs as a result of the measure. Proponent, Richard Holober, 650 589 3135, must collect 373,816 valid signatures by Aug. 22, 2005.
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