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ABSTRACT 

This study was designed to examine the reasons behind Oregon's high work- 
men's compensation insurance rates relative to other states. The workmen's 
compensation experience data come from the years 1965-1970, and include 44 
states, omitting Nevada, North Dakota, Ohio, Washington, West Virginia, and 
Wyoming. Factors such as rating formula, losses by type of claim, average 
cost by type of claim, frequency per type of claim, statutory benefit levels, 
hazardousness of industrial mix, and wage rates were examined as potential 
causes of Oregon's high rates relative to other states.  The analysis indi- 
cated that Oregon's workmen's compensation insurance rates are high relative 
to other states because of the statutes pertaining to determination of perma- 
nent partial disability and permanent total disability claims, and interpre- 
tation and application of those statutes. 

AUTHOR:  Dennis U. Fisher was Assistant Professor of Agricultural Economics, 
Oregon State University, when this study was conducted. He is now 
Assistant Professor of Agricultural Economics, Cornell University, 
Ithaca, New York. 

ii 



CONTENTS 
Paee 

ACKNOWLEDGEMENTS  i 

ABSTRACT  ii 

Chapter I.   WORKMEN'S COMPENSATION SYSTEM AND PvATES  1 

Introduction   1 

Need for a Study  1 
Oregon's Workmen's Compensation Rates: How High?. 1 
Oregon's Workmen's Compensation Rates:  Agri- 

cultural vs. Non-agricultural   4 
Oregon's Workmen's Compensation Rates: A 

Problem?  4 
Oregon's Workmen's Compensation Rates: Why 

So High?  6 

Purpose of the Study  6 

Oregon's Workmen's Compensation System   7 
Oregon's Workmen's Compensation Law   7 
Institutions Operating in the System  7 
Claims and Appeals Procedures   .. 8 

Chapter II.  COMPARING OREGON TO OTHER STATES   9 

Methodology  9 
States Comparable with Oregon   9 
Manual Rate vs. Net Cost  13 
Implications of the Rating Formula  14 
Separating the Types of Claims.  15 
Hypothetical Causes of High Rates   15 

The Data Used  17 
Agricultural and Non-agricultural Data  17 
Incurred Losses   18 

Summary  18 

Chapter III. LOSSES, AVERAGE COSTS, AND NUMBER OF CLAIMS  20 

Losses Per $100,000 Payroll  20 

Average Cost Per Claim  23 
PPD Claims  23 
PTD Claims  23 
Death, TTD, and MO Claims  23 

Frequency of Claims Per $100 Million Payroll .... 27 
PPD and PTD Claims  27 
Death, TTD, and M0 Claims  27 

Summary and Conclusions  27 

iii 



Chapter IV.  WAGE RATES, HAZARDOUSNESS OF EMPLOYMENT, AND STATUTES. . .  30 

Wage Rates in Oregon  30 
Agricultural Wages  30 
All Industrial Classifications  32 
Selected Standard Industrial Classifications  33 
Conclusions  33 

Hazardousness of Covered Employment  33 
Hypothesized Result   37 
Frequency of PPD and PTD Claims Per $100 Million 
Payroll  37 

Conclusions  37 

Oregon's Frequency of PPD and PTD Claims Per 
$100 Million Payroll Were High Because of the 
Statutes Pertaining to Determination of PPD 
and PTD Claims, and Interpretations of Those 
Statutes 41 

Chapter V.  SUMMARY AND IMPLICATIONS    45 

Conclusions 45 
Major Conclusion 45 

Highlights of Findings   46 
Not the Rating Formula 47 
High Workmen's Compensation Insurance Losses 

Per Payroll Dollar 47 
High Workmen's Compensation Insurance Losses Were 

Due to PPD and PTD Claims 48 
Average Cost of PPD and PTD Claims Added Little 

to Oregon's High Losses 48 
Oregon's High Losses Were Due to the Frequency 

of PPD and PTD Claims 48 
Findings Were Not Affected by Including Additional 

States in the Analysis 48 
Wage Rates Were Not the Reason 49 
Hazardousness of Oregon's Industrial Mix Was 
Not the Reason 50 

Oregon's Frequency of PPD and PTD Claims Per 
$100 Million Payroll Were High Because of the 
Statutes Pertaining to Determination of PPD 
and PTD Claims, and Interpretations of Those 
Statutes 51 

Summary and Implications of Statutes and 
Interpretation 52 

Appendix A. AGRICULTURAL RATE COMPARISONS BETWEEN STATES    54 

Appendix B.  COMPARING OREGON WITH ADDITIONAL STATES 65 

Losses Per $100,000 Payroll    66 
Average Costs Per Claim 66 

iv 



Frequency of Claims Per $100 Million Payroll  66 
Conclusions ".  70 

BIBLIOGRAPHY  71 

LIST OF TABLES  73 

LIST OF FIGURES  75 

GLOSSARY OF TERMS  76 

ABBREVIATIONS USED IN THIS REPORT  77 

INDEX OF FACTORS AFFECTING OREGON'S WORKMEN'S COMPENSATION RATES. ... 78 



AN ANALYSIS OF THE RATES AND PROVISIONS OF 
WORKMEN'S COMPENSATION INSURANCE CARRIED 

BY OREGON EMPLOYERS 

Dennis U. Fisher 

I.  WORKMEN'S COMPENSATION SYSTEM AND RATES 

Introduction 

Oregon agricultural employers pay a high percentage of their payroll for 
workmen's compensation insurance coverage compared to agricultural employers 
in other states.  In 1972-73, Oregon's $16.35 per $100 of payroll rate was the 
highest in the nation for farmers in the "General Farm" classification (0006). 
The recent legislative action limiting the rate to $8.50 ranks Oregon second 
in the nation, rather than first. These high rates place Oregon farmers at a 
competitive disadvantage with fanners from other states. This study was ini- 
tiated in response to concern expressed by farm organizations over the high 
workmen's compensation insurance rates. 

In this chapter the need for, and specific purpose of, the atudy are de- 
tailed, and a brief sketch of Oregon's workmen's compensation system is pre- 
sented. 

Need for a Study 

The need for this study is based upon three factors:  (1) the relative 
magnitude of Oregon's workmen's compensation rates, (2) the consequences result- 
ing from those rates, and (3) the dearth of information about reasons for their 
relative level. 

Oregon's Workmen's Compensation Rates:  How High? 

Oregon's agricultural workmen's compensation insurance rates appear to be 
the highest in the nation. To examine this we will need to consider several 
rates, since all states have more than one rate designated for agriculture. 
Thirty states use eight industrial classifications to categorize agricultural 
employers (see Table 1).  Twelve additional states use these same industrial 
classifications, which are published by the National Council on Compensation 
Insurance (subsequently referred to as NCCI), and then separate out "state 
special" categories.  One state included in the comparison, Washington, uses 
a completely different classification system to compare rates within one or 
more of the eight general classifications from which they were derived.  A 
description of haw  this was accomplished, and a listing of 43 states' agricul- 
tural rates, are presented in Appendix A. Seven states are omitted from the 
comparison because of lack of data:  Delaware, Nevada, North Dakota, Ohio, 
Pennsylvania, West Virginia, and Wyoming. 



Table 1. Workmen's Compensation Industrial Classifications 
Generally for Agriculture a/ 

Code number Common definition 

0005 Nurserymen 

0006 General Farm 

0008 Gardening 

0034 Poultry 

0035 Florists 

0042 Landscape Gardening 

0050 Farm Machinery Operation - Contracting 

0106 Tree Pruning, Spraying - Contracting 

__ ,  

— See Table 25, Appendix A, pages 59-63, for complete definitions of 
general and special state classifications. 

Table 2 illustrates the relative level of Oregon's rates. During the 
1972-73 policy year, Oregon "Nurserymen" (0005) experienced a rate of $6.68 
per $100 of payroll, ranking Oregon second among 41 states. Oregon's rate was 
three times the median rate. Oregon "General Farm" employers (0006) experi- 
enced a rate of $16.35 per $100 of payroll, ranking Oregon first among 43 states. 
Oregon's rate was 3.6 times the median. An examination of the other industrial 
classifications reveals a similar pattern. Only in two classifications, "Flor- 
ists" (0035) and "Tree Pruning, Spraying - Contracting" (0106), does Oregon 
rank lower than first or second.  In 0035, Oregon ranks third with a rate 3.6 
times the median rate.  In 0106, Oregon ranks eighth with a rate 1.7 times 
the median rate. 

It has been argued that rates would not be as high as they are if Oregon 
had not used so many "state special" classifications. This is true. But ex- 
amine the effects of Oregon's "state specials" on the rate structure. 

First, no "state specials" have been separated out of the "Nurserymen" 
(0005), "Gardening" (0008), "Poultry" (0034), "Landscape Gardening" (0042), 
"Farm Machinery Operation - Contracting" (0050), and "Tree Pruning, Spraying - 
Contracting" (0106) classifications, so the "state specials" have had no effect 
on these classifications. The "state specials" have affected only the "General 
Farm" (0006) and "Florists" (0035) classifications. 

Second, the effect on rates in these two classifications can be removed. 
A composite— rate for the "General Farm" (0006) classification is $11.82, a 

— See Appendix A, page 54, and footnote, for a discussion of the composite rate. 
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Table 2. Manual Workmen's Compensation Insurance Rates for Agricultural 
Employers in Oregon, Compared to Rates in Other States, 1972-73 

a/ Agricultural industrial classification— 

Manual rate/$100   "Nurserymen"  "General Farm"  "Gardening"  "Poultry"  "Florists" 
payroll 0005 0006 0008      0034       0035 

Ranged from:   $1.04       $ 0.86 $0.86      $1.21      $0.80 

to:   $8.00       $16.35 $5.71      $6.03      $8.00 

Median rate   $2.22       $ 4.56 $2.23      $2.74      $1.53 

Oregon's rate   $6.68       $16.35 $5.71      $5.42       $5.44 

Compoaite rate... $11.82 $3.96 

Oregon's rate ranked.  2nd Ist 1st       2nd        3rd 

Compoaite  rate.... . lat 3rd 

Number of states— ...  41 43 42        43 43 

Oregon's rate as a 
percentage of the 
median rate   302 359 256       198        356 

Composite rate.... 259 259 
_ _       __    _ ,     ___—__^___—___«__« 
— These agricultural industrial classifications are defined in Table 25, pp. 59-63. 

— Not all 50 states are Included, because some states do not have these classifications 
and data was not readily available for other states. See Table 24, pp. 55-58. 

SOURCE: National Council on Compensation Insurance and selected state rating authorities. 

"Landscape 
Gardening" 

0042 

"Machinery 
Operation - 
Contracting" 

0050 

"Tree Pruning, 
Spraying - 

Contracting" 
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$ 1.45 $ 2.35 $ 3.83 

$10.17 $12.26 $20.63 

$ 3.02 $ 5.94 $ 7.31 

$ 8.12 $12.08 $12.25 

I 

I" 

2nd 

41 

269 

2nd 

41 

203 

8th 

43 

168 



significant reduction from $16035. However, $11.,82 continues to rank Oregon 
first among 43 states and is 2.6 times the median rate,.  A composite rate for 
the "Florists" (0035) classification is $3<,96, and continues to rank Oregon 
third among 43 states. 

Thus, removing the effects of "state specials" from the two affected classi- 
fications does lower the rates, but not sufficiently to affect the conclusion. 
Oregon's agricultural workmen's compensation insurance rates are high relative 
to other states. 

Viewed another way, Oregon's rates were among the highest three states 
for seven of the eight general agricultural classifications. Washington held 
this distinction for three of the eight classifications; Texas, Florida, and 
Louisiana for two of the eight classifications; and Idaho, Montana, Michigan, 
New Jersey, Hawaii, Oklahoma, Kentucky, and Arizona for one of the eight classi- 
fications. On the basis of this evidence, the author concludes that Oregon 
appears to have the highest agricultural rates in the nation. 

Oregon Workmen's Compensation Rates: 
Agricultural vs. Non-agricultural 

Are Oregon's high workmen's compensation insurance rates isolated to agri- 
culture? No. While pursuing this study, it has become apparent that high 
rates are more widespread than fanning alone. According to the National Com- 
mission on State Workmen's Compensation Laws, Oregon employers pay a higher per- 
centage of payroll for workmen's compensation insurance coverage than is paid 
by employers in any of the other 40 states included in their analysis [8], Thus, 
relatively high rates are affecting economic activity and employment in non- 
agricultural industries as well as in agriculture (see Table 3 for the estimated 
percentage of payroll paid for workmen's compensation insurance by employers in 
each state). 

Oregon Workmen's Compensation Rates: A Problem? 

Why are high agricultural rates a problem? Are the impacts of high rates 
limited to the employer? What are the side effects of high workmen's compen- 
sation insurance rates? Answers to these questions are crucial to demonstrating 
the need for this study. 

The most obvious and direct effect of the high rates is raising employers' 
cost of production. Because of the nature of agricultural markets, these addi- 
tional costs come directly from an employer's profits or add to his losses. 
The wheat market provides an example.  Any individual farmer can sell all his 
grain at the market price. He can obtain no more than the market price for his 
grain, and lowering his own price has no effect on the market price. He accepts 
the market price, over which he has no control.  In this type of market, cost 
differences between states directly affect the individual farmer's profit or 
add to his losses. High agricultural workmen's compensation insurance rates 
place Oregon farmers at a competitive disadvantage triLth farmers in other states. 

The impacts of high rates are not limited to the employer.  Job opportuni- 
ties for employees are reduced as well.  The trend toward mechanization and 
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Table 3. Estimates of the Percentage of Payroll Devoted to 
V/orkmen's Corapensation Premiums by Employers in a 
Representative Sample of Insurance Classifications 

Actual 
percentage 

in 1972 

Actual 
percentage 

in 1972 

GROUP A: 

Colorado 649 

Connecticut 697 

Hawaii 960 

Idaho.. 865 

Illinois 657 

Indiana 385 

Iowa 451 

Maryland 816 

Minnesota 854 

Montana 948 

Nebraska 529 

New Hampshire 534 

New York 864 

Oregon  1.450 

South Dakota 511 

Utah 503 

Washington    a/ 

West Virginia 428 

GROUP B: 

California  1.102 

New Jersey  1.224 

North Dakota    a/ 

Pennsylvania 387 

Wyoming    a/ 

GROUP C; 

Wisconsin 505 

Nevada     a/ 

Arizona   1.385 

Delaware 578 

Kansas 575 

Kentucky 668 

Michigan 914 

Ohio 805 

Vermont 514 

Alabama 479 

Maine 520 

Massachusetts   1.106 

New Mexico 787 

Rhode Island 767 

Arkansas 915 

North Carolina 420 

Tennessee... 664 

Virginia 391 

Mississippi 751 

Georgia 501 

South Carolina 609 

GROUP D; 

Alaska 832 

Florida  a/ 

Louisiana.  a/ 

Missouri  a/ 

Oklahoma  a/ 

Texas  a/ 

a/ — Data not available. 

SOURCE:  "The Report of the 
Laws," Washington, 

National Commission on State VJorkmen's Compensation 
D.C.  July 1972 [18]. 
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declining employment in agriculture is common knowledge. This trend has occurred 
because of development of new technology and changing relative prices.  In other 
words, reducing employment opportunities has been more profitable for farmers. 
High workmen's clmpensation insurance rates increase the cost of labor and make 
providing employment opportunities less profitable for the employer. The rates 
reduce the employer's demand for labor. 

Reducing employment opportunities in agriculture is particularly trouble- 
some.  The less skilled workers are idled first.  Given the nature of the agri- 
cultural labor force, a high proportion of the displaced workers probably are 
not employable elsewhere.  Finding employment is additionally difficult because 
of the high rate of unemployment nationally. 

Thus, high agricultural workmen's compensation insurance rates have an 
effect on employers and employees alike. And in the case of displaced workers, 
there is an effect on society as well. Displaced workers often are found on 
welfare roles. This situation is not to the advantage of employers or society, 
and certainly not to the advantage of the displaced worker. 

Oregon's Workmen's Compensation Rates: 
Why So High? 

Unfortunately there is little information as to why Oregon's rates are high, 
relative to other states.  During the course of this study a number of people 
suggested reasons for the high rates. The suggestions were supplied by persons 
whose association with Oregon's system ranged from designing the system to pay- 
ing the rates, and ranged from the ridiculous to the plausible.  No doubt some 
suggestions were made in jest.  Some were made because of misunderstanding about 
how Oregon's workmen's compensation system is administered and how  rates are 
estimated.  Except for a few suggestions, substantive evidence to either support 
or refute these reasons was almost non-existent. The NCCI, which estimates in- 
surance rates for Oregon and other states, has information explaining year-to-year 
changes in insurance rates, but does not study interstate variations in rates. 

Purpose of the Study 

In response to the dearth of information, this study is designed to analyze 
the reasons behind Oregon's relatively high workmen's compensation insurance 
rates. 

This study is not designed to argue for lower rates. To demonstrate that 
Oregon's rates are high, and that excessive rates can cause significant prob- 
lems, is not to argue that rates should be lowered. Workmen's compensation 
coverage was designed and passed by the Oregon Legislature, a group charged with 
the public interest.  However, the presence of high rates, and their subsequent 
effects, does call for an understanding of the reasons behind these rates.  Such 
information would facilitate informed decisions about whether our present system 
needs changing and, if so, how the changes should be made. But arguments for and 
against changing Oregon's system must find another forum. 
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Oregon's Workmen's Compensation System 

A cursory understanding of Oregon's workmen's compensation system will 
facilitate understanding the analysis presented in this study.  This section 
includes several topics:  (1) a discussion of some of the salient characteris- 
tics of Oregon's Workmen's Compensation Law;  (2) an overview of the roles of 
the Workmen's Compensation Board, the Oregon Insurance Division, the NCCI and 
insurance companies, including the State Accident Insurance Fund (subsequently 
referred to as SAIF); and (3) a brief description of the claims and appeals 
system.  If already familiar with Oregon's system, the reader may want to skip 
this section and move to Chapter II. 

Oregon's Workmen's Compensation Law 

Oregon's "three-way law" provides for "compulsory" coverage for virtually 
all employees [ORS 656]. "Compulsory" refers to the fact that all employers 
are subject to the lav? and must provide insurance coverage.  The phrase "three- 
way law" refers to the three options for insurance coverage:  (1) self-insurance; 
(2) insurance through a private carrier;  or (3) insurance through SAIF.  One of 
the three types of coverage is required by law for all employers with one or 
more employees (for exceptions, see ORS 656). Oregon's law provides for no pay- 
roll limitations or numerical exemptions. Several states exempt employers with 
a designated number of employees or less. Oregon does not.  Several states 
limit the amount of an employee's pay which is used to calculate workmen's com- 
pensation insurance premiums. Oregon has no such limitation. Contrary to the 
practice in most states, Oregon covers agricultural workers on the same basis 
as non-agricultural workers - complete coverage. 

Institutions Operating in the System 

Several institutions, public and private, operate in Oregon's workmen's com- 
pensation system. Only the main ones are discussed here. 

The Workmen's Compensation Board is a regulatory and appeals agency charged 
with the administration of the Workmen's Compensation Law, ORS 656, and the 
Safety Law, ORS 654. This agency operates several programs within Oregon's 
workmen's compensation system:  The benefit determination program, the accident 
prevention program, the compliance program, the disability prevention program, 
and the administrative program.  Within the first program, the Closing and 
Evaluations Division determines the benefits payable for claims involving in- 
demnity payments.  The Hearings Division is the first level of appeal for a 
claim, followed by an appeal directly to the three-man Workmen's Compensation 
Board. Other appeals go beyond the Board into the court system - the Circuit 
Court, the Court of Appeals, and then the Supreme Court. 

Another program dealing with compliance is designed to see that employers 
comply with the Workmen's Compensation Law and that injured workmen receive 
accurate benefits.  In the future this program will include administering Ore- 
gon's plan for complying with the Williams-Steiger Occupational Safety and Health 
Act. The disability prevention program provides treatment and rehabilitation 
services for injured workmen. Tlie accident prevention program provides a variety 
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of educational and research services designed to reduce disabling injuries. As 
can be seen, the Workmen's Compensation Board is responsible for a wide range of 
activities within Oregon's workmen's compensation system [21], 

The second institution, the Oregon Insurance Division, is charged with ex- 
amining and approving rate estimates.  The standards to be used in this exami- 
nation are:  "Rates shall not be excessive, inadequate, or unfairly discrimina- 
tory" [ORS 737.310]. As of 1971, the Legislature increased the Insurance Divis- 
ion's responsibility to auditing SAIF [ORS 731.028],  Audit responsibilities 
for insurance carriers other than SAIF rest in the companies' home states. 

A third institution, the National Council on Compensation Insurance, is the 
rate estimating agency for Oregon. Oregon rates are estimated using Oregon ex- 
perience, and not experience from other states. This voluntary, non-profit 
rate-making organization is supported by subscribing insurance carriers and esti- 
mates rates for states [13]. The Portland branch office, the Northwestern Com- 
pensation Rating Bureau, of this New York-based firm, provides experience rat- 
ings for the larger Oregon employers. 

A final set of organizations to be identified in this section are the in- 
surance companies.  Oregon's system allows an employer to self-insure (if he 
qualifies), insure through a private carrier, or through SAIF. All companies 
selling in Oregon subscribe to the NCCI and charge common rates.  In this system, 
SAIF is a state-owned insurance company acting as a competitor in the market. 

Claims and Appeals Procedures 

All claims are initially filed with the Compliance Division of the Workmen's 
Compensation Board.  Claims involving indemnity payments, when ready for closing, 
are evaluated by the Closing and Evaluations Division of the Workmen's Compensa- 
tion Board. Following this initial closing, there is a five-step appeals pro- 
cess.  Two steps are within the Workmen's Compensation Board itself - the Hear- 
ings Division and the three-man Workmen's Compensation Board.  The subsequent 
three steps are within Oregon's court system - the Circuit Court, the Court of 
Appeals, and the Supreme Court.  Each step in the appeals process, with the 
exception of the Supreme Court, is "de novo".  This means that at each step all 
the facts of the case are reviewed again, and little weight may be placed on 
previous decisions. Oregon's appeals system has been criticized because of the 
"de novo"  rule [ORS 656.278-301]. 
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II.  COMPARING OREGON TO OTHER STATES 

Methodology 

Several methodological issues are discussed here:  (1) choosing states to 
compare with Oregon;  (2) analyzing manual rates as opposed to net costs;  (3) 
implications of the rating formula;  (4) separating the five types of claims; 
and (5) the hypothetical causes of high rates. 

States Comparable with Oregon 

The 50 states have been divided into groups according to their comparability 
with the State of Oregon (Table 4).  The states in Groups A and B are considered 
similar to Oregon. States in Group C are less similar, and states in Group D 
are considered dissimilar to Oregon for the purposes of this study.  Six states 
have been dropped from the study because of lack of data - Washington, West 
Virginia, North Dakota, Wyoming, Nevada, and Ohio. The workmen's compensation 
program in each of these states is managed through a state monopoly fund.  Rate- 
making for these states is not performed by the NCCI, and their statistics are 
not published for general use. 

Four coverage characteristics have been used to group the 50 states:  (1) 
payroll limitation, (2) type of coverage - elective, compulsory, or voluntary, 
(3) existence of numerical exemptions, and (4) the type of industrial classifi- 
cation system used.  If not considered, some of these characteristics could 
confound the effects of characteristics which are explicitly examined. 

The first characteristic, payroll limitation, is defined as the limit on 
the amount of each employee's weekly payroll used to calculate the workmen's 
compensation insurance premium due for that employee. All payroll for employ- 
ees in Oregon is used for calculation of the insurance premium. Oregon has no 
payroll limitation. In Florida, the premium is based on only the first $100 
of weekly wages. If the two states had similar accident rates per man-hour ex- 
posure, benefit schedules and weekly wage rates over $100, losses per included 
payroll would be greater in Florida than in Oregon. Other things being equal, 
Florida's workmen's compensation rates would be higher than Oregon's. Of course, 
accident rates, benefit schedules, and wage rates are not the same between these 
two states. 

This first characteristic, payroll limitation, seriously distorts the data 
from the six states in Group D.  The payroll limitations for these states are 
set close to the state's average weekly wage, excluding a significant portion 
of the state's payroll from the workmen's compensation insurance premium calcu- 
lation. Thus, payroll limitations distort the data for Alaska, Florida, Louis- 
iana, Missouri, Oklahoma, and Texas (the six states of Group D). This means 
that dollar losses per $100*000 payroll and frequency of claims per $100 million 
payroll for these states are greater than would be the case without payroll 
limitations. Most states have $300 payroll limitations and average weekly wages 
that are low enough, relative to this $300 limitation, to include 97 percent 
or more of the covered state payroll.  Eight states - Minnesota, Montana, Ore- 
gon, California, New Jersey, Pennsylvania, Wisconsin, and Delaware - have no 
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Table 4.  Selected Characteristics of Workmen's Compensation Coverage 
for the United States, by State: 1972 

State 
Policy    Payroll  , 
year   limitation- 

Type ofb/ 
coverage- 

Numerical , 
exemptions— 

GROUP A 

COLORADO  68-69 
CONNECTICUT  69-70 
HAWAII  68-69 
IDAHO  69-70 
ILLINOIS  69-70 
INDIANA  69-70 
IOWA  68-69 
MARYLAND  68-69 
MINNESOTA  69 
MONTANA  68-69 
NEBRASKA  69-70 
NEW HAMPSHIRE  69-70 
NEW YORK  68-69 
OREGON  69-70 
SOUTH DAKOTA  69-70 
UTAH  69-70 
WASHINGTON e/ f/... 
WEST VIRGINIA f/... 

CALIFORNIA  69 
NEW JERSEY...  69 
NORTH DAKOTA f/.... 
PENNSYLVANIA  69 
WYOMING fj  

WISCONSIN  69 
NEVADA f/  
ARIZONA  69 
DELAWARE  70 
KANSAS  69-70 
KENTUCKY  69-70 
MICHIGAN  69-70 
OHIO fj  
VERMONT  69-70 
ALABAMA  68-69 
MAINE  68-69 
MASSACHUSETTS  68-69 
NEW MEXICO  69-70 
RHODE ISLAND  69 

$300 Elective None 
300 Compulsory None 
300 Compulsory None 
300 Compulsory None 
300 Compulsory None 
300 Elective None 
300 Compulsory None,, 

None^7 300 Compulsory 
None Compulsory ,, 

Compulsory^ 
None 

None None 
300 Compulsory None 
300 Compulsory None 
300 Compulsory None 

None Compulsory None 
300 Compulsory None 
300 Compulsory None 
300 Compulsory None 
300 Elective None 

GROUP B 

None Compulsory None 
None Elective None 
300 Compulsory None 

None Elective None 
300 Compulsory None 

GROUP C 

None 
300 
300 

None 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 

Compulsory 
Compulsory 
Compulsory 
Compulsory 
Elective  ,. 
Compulsory- 
Compulsory 
Compulsory 
Elective 
Elective 
Elective 
Compulsory 
Elective 
Compulsory 

$500/quarter 
2 
3 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 

(continued) 
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Table  4.     (Continued) 

State 
Policy 
year 

Payroll     . 
limitation- 

Type  of, , Numerical   , hf _.       c/ 
coverage— exemptions— 

GROUP C   (continued) 

ARKANSAS  69-70 
NORTH CAROLINA  69-70 
TENNESSEE  69-70 
VIRGINIA  69-70 
MISSISSIPPI  68-69 
GEORGIA  69-70 
SOUTH CAROLINA  68-69 

ALASKA  68-69 
FLORIDA  68-69 
LOUISIANA  69 
MISSOURI  69-70 
OKLAHOMA  69-70 
TEXAS  70 

300 Compulsory 5 
300 Elective 5 
300 Elective 5 
300 Compulsory 5 
300 Compulsory 8 
300 Elective 10 
300 Elective 15 

GROUP D 

400 
100 
100 
100 
100 
200 

Compulsory 
Compulsory 
Elective 
Elective 
Compulsory 
Elective 

None 
3 

None 
7 
2 
3 

a/ 

y 

f/ 

"Payroll limitation" is the limit on the amount of weekly payroll for each 
employee that is used to calculate the workmen's compensation insurance 
premium due. 

"Elective" coverage means that employers may accept or reject the Act.  If 
he rejects, he loses the three common-law defenses:  assumption of risk, 
negligence of fellow employees, and contributory negligence.  "Compulsory" 
coverage means that all employers must accept the law and its provisions. 

"Numerical exemptions" refer to the number of workers an employer must 
have before he is covered by the law. Most laws provide for employers 
with fewer workers to elect coverage if they so desire. 

This is not true for all industrial classifications. 

Insurance is based on hours of exposure. 

Insurance is provided through a monopoly state fund, 
available. 

No data were 

SOURCES:    Analysis of Workmen's Compensation Laws,   1972 edition.  The Chamber 
of Cotranerce of  the United States,  Washington,   D.C.   [1], 

Casualty Insurance Audit Reference Book, National Council on 
Compensation Insurance [6], 
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payroll limitation. Thus, all the covered payroll is included for premium calcu- 
lation. 2/ 

A second coverage characteristic which does not affect data comparability 
is the type of coverage - elective, compulsory, or voluntary. Compulsory cover- 
age means that every included employer in the state (1) is covered by the work- 
men's compensation law, (2) loses his three common-lav/ defenses 3/ against com- 
pensating an employee for a work-related injury, and (3) must insure according 
to the rules of the workmen's compensation law. Elective coverage, on the other 
hand, (1) brings all included employers under the workmen's compensation law, 
(2) removes their three common-law defenses, and (3) may or may not require in- 
surance coverage. This means that elective laws are effectively compulsory laws. 
Elective coverage is different from voluntary coverage. Under a system providing 
voluntary coverage, an employer may choose whether to be covered by the law, and 
also choose whether to be covered by insurance. He loses his three common-law 
defenses only if he chooses to be covered by the workmen's compensation law. 
Of the 50 states, 17 have elective coverage and 33 have compulsory coverage. 
Voluntary coverage is afforded only for selected industrial classifications.  In 
25 states, voluntary coverage is allowed for agricultural workers and domestic 
servants [1].  It is assumed here that a state's having elective or compulsory 
coverage would have little effect on the number and type of employers who would 
purchase insurance and, consequently, little effect on the data. 

The third characteristic, numerical exemptions, refers to the practice of 
exempting employers from coverage if they employ a certain number of workers 
or fewer workers.  One-half of the 50 states have numerical exemptions in their 
workmen's compensation laws.  Since this characteristic is not being studied, 
states with numerical exemptions were placed in Group C.  The exemptions allowed 
range from Wisconsin's exemption of employers who have less than $500 per quar- 
ter payroll, and Nevada's exemption of employers with 2 or less employees, to 
Georgia's exemption of employers with 10 or less employees and South Carolina's 
exemption of employers with 15 or less employees.  Group C, which includes 21 
states, is arranged in increasing order of numerical exemptions.  Four of the 
states with numerical exemptions were placed in Group D because of payroll 
limitations. 

21 

3/ 

Estimates of the proportion of the covered state payrolls eliminated from 
premium calculations by payroll limitations were calculated using "Workmen's 
Compensation Injury Table and Standard Wage Distribution Table" by Barney 
Fratello, Proceedings of the Casualty Actuarial Society, Vol. XLII, pp. 110- 
201. The relevant table is Exhibit VII, "Smooth Cumulative Distribution of 
Employees and Payroll by Size of Weekly Wage," [10, pp. 169-170],  The wage 
rates used were from the Standard Industrial Classifications listed in Table 
16, p. 34. 

Three common-law defenses which have been developed in the courts over time 
may be used to relieve an employer from the responsibility of compensating 
an employee for a work-related injury.  They are, (1) contributory negligence 
on the part of the employee himself, (2) contributory negligence on the part 
of another employee, and (3) assumption by the employee of the risk that led 
to the injury in question when he took the job [ORS 656.020]. 
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The analyses presented in Chapters III and IV include only states from 
Group A.  Washington and West Virginia are excluded for lack of data.  Montana 
is excluded from the analysis in Chapter IV for lack of data, and New York is 
excluded from part of the analysis in Chapter III for the same reason.  Data 
from Groups B, C, and D are analyzed in Appendix B to examine the effect of 
these states on the conclusions drawn. 

Manual Rate vs. Net Cost 

This study focuses attention on "manual insurance rates" rather than the 
net cost of insurance to the employer. The employer's net cost may differ from 
the manual rate because of several factors:  (1) premium discount, (2) experi- 
ence modifications, and (3) insurance company dividends. The assumption is 
that manual rates are a good index of employer costs for purposes of this study. 
That is, the differences between net cost to employers and "manual rates" are 
similar between states, and dissimilarities are small relative to the differ- 
ences in "manual rates" between states. The reasons for this position are pre- 
sented below. 

First, the same premium discount schedule (Table 5) is used for all states 
except those with monopoly state funds - Nevada, North Dakota, Ohio, Washington, 
West Virginia, and Wyoming - and several other states.  California does not use 
premium discounts, and Indiana, New Jersey, New York, Pennsylvania, and Texas 
use different premium discount schedules than the one published by the NCCI. 

Table 5. NCCI Premium Discounts 

Division of 
standard premium 

Stock company 
discount 

Non-stock 
company discount 

First S 1,000  — 

Next    4,000  9.4% 

Next         95,000  14.7% 

Over      100,000  16.3% 

3.0% 

6.0% 

8.5% 

SOURCE: National Council on Compensation Insurance rate filing with 
the Insurance Division, Department of Commerce, State of 
Oregon, May 22, 1973 [17]. 

Since 37 states use the same premium discount schedule, and the differences 
in discounts used by the other states are small, relative to manual rate differ- 
entials, it is felt that this factor can safely be ignored. 

A similar argument can be made for experience modifications.  Thirty-seven 
states use the experience modification system employed by the NCCI. The other 
states use systems which are not widely different from the NCCI system. 

-13- 



The third factor, insurance company dividend, differs from one insurance 
company to the next. However, many insurance companies sell in more than one 
state, making the same dividend policies available across state lines.  In Ore- 
gon, the major portion of workmen's compensation insurance is provided through 
SAIF (63 percent through SAIF and 37 percent through private carriers in 1970 
[9]). Over the five-year period, 1966 through 1970, SAIF returned an average 
dividend of 17 percent, while all private carriers returned an average dividend 
of 8 percent [9], A wide range of dividend policies is available in Oregon and 
other states. Because of this wide range of dividend policies and insurance 
companies selling in several states, it is assumed that divident policies can be 
safely ignored. 

Implications of the Rating Formula 

Since this study focuses on "manual rates", the rating formula provides an 
initial organizing tool for inquiry. Rates for each state are estimated, using 
that state's past loss and payroll experience, adjusting that experience to pres- 
ent conditions, and adding certain overhead expenses and profit. The general 
formula for adding the expenses and profit is included in Table 6. 

Table 6. Allowances for Expense, Taxes, Profit, and Contingencies 

(1) Acquisition and field supervision 17.5% 
(2) General expenses   8.4% 

(3) Total for company expenses  25.9% 

(4) Taxes, licenses, and fees other than 
federal income tax  4.9% 

(5) Profit and contingencies...   2.5% 7.4% 

(6) Total   33.3% 

(7) Losses  58.8% 
(8) Loss adjustment expense   7.9% 

(9) Permissible loss and loss 
adjustment ratio  66.7% 

100.0% 

SOURCE: National Council on Compensation Insurance, July 21, 1972 [16]. 

Note: A detailed description of the entire rate-making process is pro- 
vided in the Fall 1964 issue of CPCU Annals article, "Workmen's 
Compensation Manual Ratemaking" by Robert D. Heitzmann, LL.B. 
[11], Additional information can be obtained from the NCCI. 

The percentages in this formula are the same, or nearly the same, for 
most states. Item 4, taxes, licenses, and fees other than federal income tax, 
does not vary by state but within a small margin.  Data from 44 states supplied 
by the NCCI illustrate this point.  The six states with monopoly state funds 
are omitted from the data, along with the state with the highest percentage 
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(California) and the state with the lowest percentage (Kentucky).  In 1971 the 
rating formula percentage allowed for actual claim costs for the included states 
(42) varied by 3.6 percentage points.  This variation is small, relative to the 
variations in rates between states. 

The rating formula works by estimating losses, increasing them by the loss 
adjustment expense factor and dividing that amount by the allov/able loss and 
loss adjustment ratio (Table 6, Item 9).  Since these percentages are nearly the 
same betv/een states, the basic differences in rates are due to differences in 
losses. 

This means the high rates in Oregon are not the result of a different rating 
formula or the use of a national rating bureau, but because of higher losses per 
$100 payroll. 

Separating the Types of Claims 

To examine losses more closely, each type of claim will be examined separ- 
ately.  If several types of claims can be eliminated, this narrows the facets of 
Oregon's workmen's compensation law which must be examined as sources of high 
rates. 

The total workmen's compensation experience is divided into the five types 
of claims: Death claims. Permanent Total Disability claims (PTD), Permanent 
Partial Disability claims (PPD), Temporary Total Disability claims (TTD), and 
Medical Only claims (MO).  The general description of each type of claim is im- 
plicit in the name.  The rules used to determine an individual case are more 
complex, and will not be introduced. 

PPD claims accounted for 62.7 percent of Oregon's claim costs for the 1969- 
70 policy year (see Figure 1).  TTD claims accounted for 15.4 percent, and PTD 
claims for 9.7 percent. Death and MO claims accounted for 6.3 percent and 5.8 
percent, respectively, of Oregon's losses.  Indemnity payments accounted for 
slightly less than two-thirds of Oregon's losses, and medical payments slightly 
more than one-third. This is a common pattern for workmen's compensation losses 
in all states. PPD claims account for more than one-half the losses; indemnity 
payments are almost double medical payments. 

Hypothetical Causes of High Rates 

The losses examined by type of claim are further divided into average cost 
per claim and number of claims per $100 million of payroll. This division is 
designed to separate the factors affecting Oregon's workmen's compensation as 
much as possible. 

It is hypothesized that two factors are the major determinants of average 
cost per claim:  (1) statutory benefit levels, and (2) the process of determining 
awards. 

The benefit levels, as described in Oregon's workmen's compensation law, 
establish the basis upon which injured workmen are compensated. Different parts 
of the law relate to the different types of claims. The process of determining 
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Figure 1.     Distribution of Oregon's  Incurred Losses by Type of Claim 
and Type of Payment:     1969-70 Policy Year 

Medical Payments 

Indemnity Payments 

^ 
^ M    35.1% 

I    64.9% 

1/ 3/ 
- Permanent Total  Disability -     Temporary Total  Disability 
2/ 4/ — Permanent Partial   Disability —      Medical  Only 

SOURCE:     "Countrywide Workmen's  Compensation  Experience  Including Certain 
Competitive State Funds", March 1973, National   Council on 
Compensation  Insurance  (a statistical   table). 
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the level of award may also affect average costs per claim.  For example, if 
claims are held open for an inordinately long period of time, payments for lost 
work time may be excessive. Also, requiring an excessive number of doctors' 
reports may drive medical costs up. 

The frequency of claims per $100 million payroll would likely be affected 
by several factors:  (1) the hourly wage rate;  (2) hazardousness of employment; 
and (3) statutes pertaining to compensability and level of award or type of 
claim, and interpretation of those statutes. 

The first factor is probably the most obvious.  If wage rates in Oregon 
are one-half of wages in other states, double the workmen's compensation rate 
will be required in Oregon to cover the same amount of losses. 

The second factor, hazardousness, also has a very straight-forward effect 
on frequency of claims per $100 million of payroll.  The more hazardous an in- 
dustry, the more workmen's compensation claims one would expect. Also, if the 
mix of industries in Oregon is more hazardous than the mix in other states, one 
would expect Oregon's workmen's compensation losses to be appropriately higher. 

The last factor is a combination of statutes and interpretations of those 
statutes. The Legislature indicates what constitutes a work-related accident 
or injury, and partial or total disability. For these statutes to be operative, 
they are then interpreted by all levels of the Workmen's Compensation Board - 
the Closing and Evaluations Division, the Hearings Division, and the Board itself. 
When claims are appealed beyond the Workmen's Compensation Board, the Circuit 
Court, the Court of Appeals, and the Oregon Supreme Court also interpret the 
statutes relating to compensability and level of award. 

In summary, throughout the study the reasons behind Oregon's relatively 
high manual rate will be examined.  For reasons stated above, it is assumed that 
manual rates are a good proxy for employer cost. Because the rating formula is 
virtually the same for most states in the U.S., losses will be studied. All 
states examined from Group A use the same rating formula. Also, separating 
average cost from frequency of claims provides opportunity to effectively analyze, 
by type of claim, the reasons for Oregon's high workmen's compensation rates. 

The Data Used 

Most of the data used for this study are workmen's compensation experience 
furnished by the NCCI. The data are not a sample, but include entire popula- 
tions for the designated industrial classifications and policy years. 

Agricultural and Non-agricultural Data 

Although this study was initiated to determine the causal factors behind 
agricultural workmen's compensation insurance rates, the analysis relies on 
agricultural and non-agricultural data combined. The conclusions are based 
upon two major sets of data: all classifications data (Chapter III), and 
selected industrial classifications data (Chapter IV). 
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The reasons for using the combined agricultural and non-agricultural data 
are several. First, high workmen's compensation insurance rates are character- 
istic of all Oregon industry, not just agriculture. This indicates that the 
reasons for high rates are probably not unique to agriculture. Secondly, pre- 
liminary analysis comparing several states (Oregon to Arizona, Michigan, and 
Wisconsin), using data from agriculture and from all industrial classifications 
including agriculture, indicated identical conclusions. This adds further evi- 
dence that the causes of high rates are not specific to agriculture. Finally, 
if causes of high rates are not specific to agriculture, data from all indus- 
trial classifications will provide a clearer picture of those causes. Also, the 
non-agricultural coverage provisions are more comparable from one state to 
another than the agricultural provisions. 

Incurred Losses 

The losses presented in this study are incurred losses. These are the 
losses paid out by insurance companies plus the reserves established against open 
claims. Data provided by SAIF from the fiscal years 1957-58 through 1971-72 
indicate that, on the average, 35.4 percent of the incurred losses are paid by 
one year after an accident; 65.3 percent after 2 years; and 78.5 percent after 
3 years. This emphasizes the fact that insurance companies will have large 
reserves on hand at any one time. 

It is assumed that insurance companies in Oregon, including SAIF, are no 
more prone to overestimate reserves than companies in other states.  This assump- 
tion is not made without evidence.  Two audits of SAIF indicate that reserves 
were "reasonable and conservative" as of June 30, 1968, 1969, and 1970 [14, p. 1; 
15, p. 1]. "Reasonable and conservative" indicates that SAIF is not establish- 
ing excessive reserves.  Because SAIF sells more than 60 percent of the workmen's 
compensation insurance in Oregon, these audits cover a large portion of the re- 
serves established in Oregon.  It is assumed that, on the average, companies 
selling in other states are either reserving at a level which is "reasonable 
and conservative", or over-reserving. 

Additional evidence covering all insurance companies selling in Oregon 
indicates that, on the average, incurred losses have been less than actual losses. 
The development factors used to estimate Oregon's workmen's compensation rates 
are greater than one (Table 7). Development factors are used to adjust reported 
incurred losses by the amount these losses have been mis-estimated in the past. 
If, in past years, losses had been reported as greater than actual, development 
factors would be less than one.  The errors in estimates can occur from errors 
in reserving or reopening of closed claims. Development factors greater than 
one indicate that initial reports of incurred losses by insurance companies were 
less than actual losses. This evidence, along with the audits, indicates re- 
serves are not excessive for Oregon. Thus, it is assumed that incurred losses 
are as conservative an estimate of actual losses in Oregon as in other states. 

Summary 

This chapter has included a discussion of the methods and data that have 
been used to analyze the reasons for Oregon's high workmen's compensation rates, 
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Table 7.  Development Factors Used in Calculating Oregon's 
Rate Revisions 

Rate revision 
effective  date Policy period 

Type of claim 
Indemnity Itedical 

1.048 1.021 

1.145 1.086 

1.074 1.018 

1.234 1.140 

1.107 1.098 

1.312 1.207 

1.119 1.167 

1.237 1.263 

1.128 1.082 

1.311 1.180 

1.111 1.041 

1.328 1.157 

1.137 1.101 

1.344 1.226 

7-1-67 

7-1-68 

7-1-69 

7-1-70 

7-1-71 

7-1-72 

7-1-73 

8-1-63/7-31-65 

8-1-64/7-31-65 

8-1-64/7-31-65 

8-1-65/7-31-66 

8-1-65/7-31-66 

8-1-66/7-31-67 

8-1-66/7-31-67 

8-1-67/7-31-68 

8-1-67/7-31-68 

8-1-68/7-31-69 

8-1-68/7-31-69 

8-1-69/7-31-70 

8-1-69/7-31-70 

8-1-70/7-31-71 

SOURCE: National Council on Compensation Insurance, October 27, 1972 
and Hay 22, 1973. 

Chapter III includes evidence from all industrial classifications, including 
agriculture, as to which type of claims are primarily responsible for Oregon's 
high losses per $100,000 of payroll, and whether those losses are attributable 
to average cost or frequency per type of claim.  Using data from selected in- 
dustrial classifications. Chapter IV continues to narrow the set of factors 
which are responsible for Oregon's high losses.  In Chapter V the study results 
are summarized, related to agriculture, and implications are presented. 
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III.  LOSSES, AVERAGE COSTS, AND NUMBER OF CLAIMS 

In Chapter II the methodology followed throughout this report was presented. 
Using this methodology, two questions will be explored in this chapter: 

1. Which type of claim is the major contributor to Oregon's high 
losses, relative to other states? 

2. Are the high losses due mainly to average costs per type of 
claim, frequency per type of claim, or both? 

The comparison states used in this chapter are from Group A - the states 
most comparable to Oregon (Chapter 2, pp. 9-12). Considerable data are missing 
for states from Group B. Thus, these states are not used for comparison in this 
chapter.  States from Group C were excluded because of numerical exemptions on 
coverage. And states in Group D were not used because payroll limitations dis- 
tort their data. 

Throughout the chapter the number of states from Group A will change by one, 
depending upon the comparison being made. Payroll data were not available from 
New York, so this state is not included in comparisons involving payroll - losses 
per $100,000 payroll and frequency of claims per $100 million payroll. 

The data being used in this chapter are from all industrial classifications. 
This includes agricultural and non-agricultural classifications. No adjustments 
have been made in the data for differing mixes of industries between states.  It 
is anticipated that states with a higher proportion of more hazardous industries 
would have a higher frequency of accidents. The industry mix factor has not been 
removed from this data, but will be dealt with in the next chapter. The policy 
years included fall in the time period 1968-70, and are listed in Table 4, pp. 
10-11. 

Losses Per $100,000 Payroll 

Table 8 reveals that Oregon's incurred losses per $100,000 payroll are the 
highest of the 15 states from Group A for PTD, PPD, and all claims.  For Death, 
TTD and MO  claims, Oregon's losses rank third, seventh, and sixth respectively. 
For each type of claim, Oregon's losses are greater than the median losses. Ore- 
gon is 2.3 times the median for PPD claims and 1.4 times the median for Death 
claims. For TTD and MD claims, Oregon is closest to the median losses, 112 per- 
cent and 105 percent of the medians, respectively. 

PPD claims account for approximately three-fourths of the different between 
the median losses and Oregon's losses per $100,000 payroll (Table 9, p. 22). 
This occurs because of the large percentage of workmen's compensation costs 
attributable to PPD claims in any state, and Oregon's being 2.3 times the median. 
PTD claims account for a little less than one-fifth of that difference, while 
Death and TTD claims account for 3.7 percent and 3.6 percent, respectively.  MO 
claims account for 0.6 percent of the difference. 
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Table 8.  Incurred Losses Per $100,000 Payroll, by Type of Claim, for 

Oregon, Compared to 14 States from Group A:—  1968-70— 
■ ' ' ■    ' ' ii     i 

Incurred losses  -,—"■ -77 1 ji—      ^^^^ 
per $100,000 payroll       Death   PTD^-'   PPD^-'   TTD^7   W^-'       claims 

Ranged from:   $22    $    0 $183    $ 81    $40  $  392 

to:   $82    $102.30 $658    $228    $78  $1,050 

Median  $48    $ 8.60 $285    $144    $58  $ 567 

Oregon's incurred losses...  $67    $102.30 $658    $132    $61  $1,050 

Of the 15 states, Oregon's 
losses ranked   3rd      1st    1st     7th    6th    1st 

Oregon's losses as a 
percentage of the median 
losses   140     1,190   231     112    105    185 

_ 

— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 
Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
Oregon, South Dakota, Utah. 

— Data are from 1968-70 policy years.  See Table 4 for the policy year 
for each state. 

c/ 
— Permanent total disability. 

— Permanent partial disability. 

e/ 
— Temporary total disability. 

— Medical only. 

SOURCES:  "Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance (a statistical table). 

Payroll was taken from 1972-73 "State Supplementary Memos," pub- 
lished by the National Council on Compensation Insurance. 
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Table 9.  Incurred Losses Per $100,000 Payroll in Oregon, Compared 

to the Median for States from Group A:—  1968-70- 

Type of 
claim 

i 
Median 

2 
Oregon 

3 = 2-1 
Difference 

Percent of 
the total 
difference 

Death $ 48.00 $ 67.00 $ 19.00 3.7 

PTD^ $ 8.60 $102.30 $ 93.70 18.5 

PPD^7 $285.00 $658.00 $373.00 73.6 

TTI)e/ $144.00 $162.00 $ 18.00 3.6 

m^ $ 58.00 $ 61.00 $ 3.00 

$506.70^ 

0.6 

100.0 

a/ 
— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 

Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
Oregon, South Dakota, Utah. 

— Data are from 1968-70 policy years.  See Table 4 for the policy year 
for each state. 

c/ 
— Permanent total disability. 

— Permanent partial disability. 

e/ 
— Temporary total disability. 

— Medical only. 

g/ 
*• This figure is the sum of the individual differences for each type 

of claim. 

SOURCES: "Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance (a statistical table). 

Payroll was taken from 1972-73 "State Supplementary Memos," pub- 
lished by the National Council on Compensation Insurance. 
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To examine the loss experience more closely, losses were divided into average 
cost per clain and number of claims per $100 million payroll.  This is done to 
determine to what extent the reasons for high losses can be attributed to average 
cost per type of claim, frequency per type of claim, or both. 

Average Cost Per Claim 

Average cost per claim is broken into three parts.  First, average total 
costs (ATC) are considered, then their two components - average indemnity cost 
(AIC) and average medical cost (AMC). 

PPD Claims 

Table 10 shows that Oregon's ATC for PPD claims is $25 below the median, and 
ranks ninth among 16 states.  Oregon's AIC and AMC costs are 6 percent above and 
1 percent below the medians, respectively. The data indicate that average cost 
per claim is not contributing to Oregon's relatively high losses from PPD claims. 

PTD Claims 

According to Table 11, Oregon's ATC for PTD claims is 23 percent above the 
median, ranking Oregon fifth among 16 states.  This is because Oregon's AIC is 
51 percent above the median, ranking Oregon third.  Oregon's AMC is 4 percent 
below the median.  Average costs per PTD claim do contribute, but only a small 
amount, to the difference between the median losses and Oregon's losses per 
$100,000 nayroll.  Oregon's losses for PTD claims are 11.9 times the median (Table 
8). 

PPD and PTD claims together are responsible for approximately 92 percent of 
the difference between the median losses and Oregon's losses per $100,000 pay- 
roll for all types of claims.  The ATC for PPD claims contributes nothing to this 
difference.  These factors indicate that average costs make little contribution 
to the difference between the median losses and Oregon's losses per $100,000 of 
payroll for all tjrpes of claims. Average costs per type of claim are not a major 
causal factor. 

Death, TTD, and M0 Claims 

These last three types of claims - Death, TTD, and MO - account for 7.9 per- 
cent of the difference between the median losses and Oregon's losses per $100,000 
of payroll for all types of claims.  Therefore, average costs from these types 
of claims are less consequential than from PPD and PTD claims. 

Oregon's ATC for Death claims is 30 percent above the median, ranking Ore- 
gon fourth of 16 states (Table 12).  Oregon's ATC for TTD claims is 34 percent 
below the median, ranking Oregon fifteenth among 16 states.  This time ATC is 
taking away from Oregon's losses in excess of the median losses.  The average 
cost for this type of claim is dependent upon the waiting period.  Oregon's waiting 
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Table 10.  Average Cost of Permanent Partial Disability Claims for Oregon, 

Compared to Cost in 15 other States from Group A:—  1968-70^- 

Average cost ATC- AIC- AMC- 

Ranged from:  $2,770        $2,105        $ 644 

to:  $7,032       $4,565       $2,755 

Median  $5,020       $3,285        $1,527 

Oregon's average cost  $4,995       $3,485        $1,510 

Of the 15 states, Oregon's 
cost ranked   9th 7th 9th 

Oregon's cost as a percentage 
of the median cost   100 106 99 

__ 
— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 

Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
New York, Oregon, South Dakota, Utah. 

— Data are from 1968-70 policy years.  See Table 4 for the policy year 
for each state. 

c/ 
— Average total cost. 

— Average indemnity cost. 

— Average medical cost. 

SOURCE: "Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance (a statistical table). 
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Table 11.  Average Cost of Permanent Total Disability Claims for Oregon. 
Compared to Cost in 15 other States from Group A:—  1968-70— 

Average cost ATC- AIC- AMC- 

Ranged from:    $ 15,263      $12,647       $ 2,587 

to:   $127,606      $56,268       $71,333 

Median   $ 49,522      $30,140       $16,158 

Oregon's average cost    $ 60,898      $45,399       $15,499 

Of the 15 states, Oregon's 
cost ranked      5th 3rd 8th 

Oregon's cost as a percentage 
of the median cost      123 151 96 

— States from Group A: Colorado, Connecticut, Hav/aii, Idaho, Illinois, 
Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
New York, Oregon, South Dakota, Utah. 

— Data are from 1968-70 policy years.  See Table 4 for the policy year 
for each state. 

c/ 
— Average total cost. 

— Average indemnity cost. 

— Average medical cost. 

SOURCE:  "Countrywide Workmen's Compensation Experience Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance (a statistical table). 
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Table 12. Average Total Cost of Death, Temporary Total Disability, and 
Medical Only Claims for Oregon, Compared to Cost in 15 other 
States from Group A:-  1968-70^' 

Average total cost Death        TTr£ M0- 

Ranged from:   $12,892       $305 $27 

to:   $58,417       $923 $41 

Median   $18,808       $628 $37 

Oregon's average cost   $24,364       $416 $37 

Of the 15 states, Oregon's 
cost ranked     4th 15th 8th 

Oregon's cost as a percentage 
of the median cost     130 66 100 

_ 

— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 
Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
New York, Oregon, South Dakota, Utah. 

— Data are from 1968-70 policy years. See Table 4 for the policy year 
for each state. 

c/ 
— Temporary total disability. 

— Medical only. 

SOURCE: "Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance (a statistical table). 

4/ period is shorter than most states' (3 days).—  This results in more low-cost 
TTD claims. Oregon's ATC for M0 claims is right at the median, neither adding 
to nor subtracting from the difference between the median losses and Oregon's 
losses per $100,000 payroll for all types of claims. 

The analysis presented in this section indicates that average costs are not 
a major contributing factor to Oregon's relatively high losses per $100,000 pay- 
roll. Oregon's AIC is above the medians for PPD (106 percent), PTD (151 percent). 

4/ — In 1972, one state had a two-day waiting period, 9 states a three-day waiting 
period, 6 states a five-day waiting period, one state a six-day waiting period, 
and 28 states a seven-day waiting period [1]. 
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and is belov; or at the median for PPD (99 percent), PTD (96 percent), TTD (71 
percent), and MO claims (100 percent), and above the median for only one type 
of claim - Death (154 percent). 

Frequency of Claims Per $100 Million Payroll 

Since the difference between the median losses and Oregon's losses per 
$100,000 payroll is not explained by average costs per type of claim, one would 
expect Oregon's frequency per type of claim to be high. 

PPD and PTD Claims 

Table 13 indicates Oregon's frequency of PPD claims is 2.4 times the median 
for the 15 other states from Group A. This is the type of claim that is respon- 
sible for 73.6 percent of the difference between the median losses and Oregon's 
losses (Table 9).  Oregon's frequency of PTD claims is 567 percent of the median 
frequency.  PPD and PTD claims together account for 92.1 percent of the differ- 
ence between the median losses and Oregon's losses. 

Death, TTD, and MO Claims 

Oregon's frequency of Death and TTD claims are 1.3 and 1.5 times the medians, 
respectively.  These two types of claims accounted for 7.3 percent of Oregon's 
losses in excess of the medians (Table 9). Oregon's frequency of MO ranks ninth, 
and is 96 percent of the median.  These three types of claims have not had a 
significant impact on Oregon's losses in excess of the median losses for all 
types of claims. 

In frequency of all claims (Table 13), Oregon ranks sixth of 15 states, and 
is only 4 percent above the median.  If employment in Oregon were substantially 
more hazardous than employment in most other states, one would expect the fre- 
quency of all types of claims to be greater than 4 percent above the median. 
This point will be more fully explored in the next chapter. 

Summary and Conclusions 

This chapter has dealt with two questions: 

1. Which type of claim is the major contributor to Oregon's high 
losses, relative to other states? 

2. Are the high losses due mainly to high average costs per type 
of claim, or high frequency per type of claim, or both? 

Both questions have been answered decisively.  PPD claims account for 73.6 
percent of the total difference between median losses and Oregon's losses per 
$100,000 payroll.  PTD claims account for 18.5 percent of the difference. There- 
fore, PPD and PTD claims are mainly responsible (92.1 percent) for Oregon's 
relatively high losses. 
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Table 13.  Frequency Per Type of Claim Per $100 Million Payroll for Oregon, 
Compared to Frequency in 14 Other States from Group A:—  1968-70— 

c    ,   . Type of claim  A,. Frequency of claims       j—"■—-rj 7 ji—    All 
per $100 million payroll   Death  PTD^'  PPEP-'  TTD^'  MO^'    claims 

Ranged from: 9     .0     31   113     973    1,136 

to:   4.6    1.7    154   732   2,284    2,541 

Median   2.1     .3     55   253   1,702    2,074 

Oregon's frequency   2.7    1.7    132   389   1,636    2,160 

Of the 15 states, Ore- 
gon's frequency ranked....  4th    1st    2nd   3rd    9th     6th 

Oregon's frequency as a 
percentage of the median 
frequency   129    567    240   154     96     104 

_ _ . 

— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 
Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
Oregon, South Dakota, Utah. 

— Data are from 1968-70 policy years. See Table 4 for the policy 
year for each state. 

c/ 
— Permanent total disability. 

— Permanent partial disability. 

e/ 
— Temporary total disability. 

— Medical only. 

SOURCES: "Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance (a statistical table). 

Payroll was taken from 1972-73 "State Supplementary Memos," pub- 
lished by the National Council on Compensation Insurance. 
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ATC for PPD claims does not contribute to Oregon's losses in excess of the 
median losses.  ATC for PTD claims contributes a small amount (Oregon's ATC for 
PTD claims is 123 percent of the median).  Oregon's frequency of PPD and PTD 
claims ranked second and first, respectively, and were 240 percent and 567 per- 
cent of the medians. Oregon's high losses can be attributed to the high frequency 
of PPD and PTD claims. 

Oregon's number of all claims is only 104 percent of the median number, 
ranking Oregon sixth. Therefore, the high losses are not attributed to a high 
number of all types of claims, but to a high number of PPD and PTD claims. 
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IV.  WAGE RATES, HAZARDOUSNESS OF EMPLOYMENT, AND STATUTES 

The data and analysis presented in Chapter III indicate several conclusions: 

1. PPD and PTD claims are mainly responsible for Oregon's losses in 
excess of the median losses for states from Group A. 

2. Losses from these claims are high because of the frequency of PPD 
and PTD claims, not the frequency of all types of claims, and not 
the average cost per type of claim. 

After these results, the reasons for the relatively high number of PPD and 
PTD claims were examined.  It is hypothesized that the frequency of PPD and PTD 
claims are affected by one or more of three factors:  (1) wage rates in Oregon; 
(2) hazardousness of Oregon's industrial mix; and/or (3) statutes regarding 
determination of PPD and PTD claims, and interpretations of those statutes. 

Wage Rates in Oregon 

How would wage rates affect the frequency of PPD and PTD claims per $100 
million payroll? This statistic is inversely proportional to the hourly wage 
rate. Consider the example of two states with identical workmen's compensation 
systems, identical accident rates and severity per man-hour of work, and one 
state has double the wage rate of the other state.  The state with the double 
wage rate would have one-half the frequency of PPD and PTD claims per $100 mil- 
lion payroll of the other state. Thus, very low wage rates in Oregon, if this 
were the case, could explain the relatively high frequency of PPD and PTD 
claims. 

Of course, wage rates would not explain the mix of types of claims in Ore- 
gon.  Oregon's frequency of PPD and PTD claims were 240 percent and 567 percent 
of the medians, respectively. At the same time, Oregon's frequency of all types 
of claims and MO claims were 104 percent and 96 percent of the medians (Table 13). 

How low would Oregon's wage rates need to be to explain the frequency of 
Oregon's PPD and PTD claims per $100 million payroll, relative to the state with 
the median frequency of these types of claims? Using the states with the median 
frequencies as a base, Oregon's wage rates would need to be approximately 42 per- 
cent and 18 percent of those states' wage rates to explain the frequency of PPD 
and PTD claims, respectively. 

The analysis of wage rates includes three sets of data to parallel the work- 
men's compensation experience data used in the previous and subsequent analysis - 
agricultural wages, wages of injured workmen, and wages of selected standard in- 
dustrial classifications. 

Agricultural Wages 

■ First, agricultural wage rates were examined (Table 14).  For 1968, 1969, and 
1970, Oregon's average hourly wage ranked third, sixth, and sixth when compared 
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Table 14. Average Hourly Wage for Hired Farm Workers in Oregon, Compared 
a/ to the Wage in 14 States from Group A— 

Average hourly wage 1970        1969        1968 

Ranged from:  $1.53       $1.43       $1.34 

to:   $1.89       $1.81       $1.71 

Median   $1.70        $1.63       $1.48 

Oregon's hourly wage (dollars/hour).. $1.72       $1.63       $1.54 

Oregon's average hourly wage as a 
percentage of the median wage   101 100 104 

as a percentage of the highest 
wage    91 90 90 

Of the 14 states, Oregon's average 
hourly wage ranked   6th 6th 3rd 

_ 

— States from Group A:  Colorado, Connecticut, Idaho, Illinois, Indiana, 
Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, Oregon, 
South Dakota, Utah. 

SOURCE: Farm Labor, U.S. Department of Agriculture, Statistical Reporting 
Service, Crop Reporting Board, January 1970, 1972, 1973. 

to the wage in 14 other states from Group A - slightly above the median. Oregon's 
wage rate was within 10 percent of the maximum wage for these three years. This 
means Oregon's frequencies of PPD and PTD claims could have been inflated by 10 
percent, relative to the state with the highest hourly wage. Oregon's agricul- 
tural wage rate could not be as low as 42 percent or 18 percent of the wage rates 
for the states with the median frequencies of PPD and PTD claims. 

Nine states in 1969 and 1970 had agricultural wage rates less than Oregon's. 
Using the same argument, frequencies of PPD and PTD claims per $100 million pay- 
roll for these states are inflated, relative to Oregon's frequencies. 

The average hourly wage data presented cover all agricultural workmen's com- 
pensation industrial classifications.  An examination of wage rates for each 
classification would provide stronger evidence. 
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All Industrial Classifications 

Secondly, wage rates for all industrial classifications were examined (Table 
15). Oregon's average weekly wage of injured workmen for 1968, 1969, and 1970 
ranked first, second, and fourth, respectively, of the 15 states from Group A. 
In 1968, 1969, and 1970, Oregon's weekly wage was 100 percent, 97 percent, and 
95 percent of the maximum wage, respectively. The data demonstrate that Oregon's 
weekly wage is high, relative to the other states from Group A. Thus, other 
states' frequencies of PPD and PTD claims are inflated, relative to Oregon's. 

The average weekly wage used here represents an average for injured workmen. 
Therefore, the data represent the more hazardous industries in each state more 
closely than all industries. 

$104 $ 97 

$133 $125 

$117 $108 

$129 $125 

Table 15. Average Weekly Wage of Injured Workmen Filing Workmen's 
Compensation Claims in Oregon, Compared to Wage in 15 
States from Group A— 

Average weekly wage 1970        1969        1968 

Ranged from:  $111 

to:   $141 

Median   $128 

Oregon's weekly wage (dollars/week). $134 

Oregon's average weekly wage 
as a percentage of the median 
wage   105 110 116 

as a percentage of the highest 
wage    95 97 100 

Of the 15 states, Oregon's average 
weekly wage ranked   4th 2nd 1st 

__ 

— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 
Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
Oregon, South Dakota, Utah. 

SOURCE: "State Supplementary Memos," 1972-73, published by the National 
Council on Compensation Insurance. 
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Selected Standard Industrial Classifications 

The third set of data covers hourly wage rates for selected standard indus- 
trial classifications (Table 16). Of the 15 states from Group A, Oregon has the 
highest wage for manufacturing, manufacturing durable goods, fabricated metal 
products, machinery except electrical, and paper and allied products.  Oregon's 
wage ranks second for contract construction and lumber and wood products. Ore- 
gon's wage ranks lower in the manufacturing of non-durable goods than durable 
goods. Except for the manufacturing of apparel and other textile products, Ore- 
gon's wage is 84 percent or more of the maximum wage.  Clearly this indicates 
that low wages in Oregon are not responsible for Oregon's relatively high fre- 
quency of PPD and PTD claims. 

These standard industrial classifications do not match the workmen's compen- 
sation industrial classifications to be used subsequently in this chapter. Wage 
estimates for the workmen's compensation classifications would provide stronger 
evidence.  Such estimates and wage data from additional standard industrial classi- 
fications were not available. 

Conclusions 

The wage data and analysis presented indicate that low wages in Oregon are 
not behind Oregon's relatively high frequency of PPD and PTD claims per $100 mil- 
lion payroll.  In fact, Oregon's wages are higher than those of many other states. 
Thus, many other states' frequencies of these two types of claims tend to be in- 
flated, relative to Oregon's. 

This analysis is based upon the fact that wage rates are inversely propor- 
tional to the frequency of claims per $100 million payroll. This same relation- 
ship holds for the other statistics used which have payroll in the denominator. 
Losses per $100,000 payroll, and workmen's compensation rates per $100 payroll, 
are inversely proportional to wage rates. The analysis also holds that wage rates 
are not responsible for Oregon's high losses per $100,000 payroll and workmen's 
compensation rates. 

Hazardousness of Covered Employment 

It has been suggested that Oregon's covered employment is more hazardous 
than is found in other states, because of the hazardous nature of Oregon's agri- 
culture and forestry industries.  Indeed, agriculture and forestry are considered 
high-risk industries, and Oregon may have a higher proportion of employment in 
these industries than is found in other states.  If true, this could explain Ore- 
gon's high frequency of PPD and PTD claims per $100 million payroll. Of course, 
it would not explain the mix of types of claims in Oregon. 

To test this proposition, a set of industrial classifications was chosen, 
specifically avoiding farming and logging (Table 17). The classifications chosen 
are assumed to have small variations in hazardousness from one state to the other. 
Also, the classifications in total represent a significant proportion of each 
state's covered payroll (Table 18). Each state had some experience in each in- 
dustrial classification.  The included classifications represent from 21 percent 
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Table 16. Average Hourly Earnings in 1969 for Selected Standard Industrial Classifications 
in Oregon, Compared to Earnings in Other States from Group A— 

■""*     ■                                                     ■!    .1      ■      .1     .     ■        I         I      .1    11     .       ■       •     I.     .     .1 1.                  Ill                  II                            II                          I        ■  ■       II       ■        .                                                        Ill                           II                                               II- 

Oregon's 
Number wage as 

of    , ,         Range        Oregon's Oregon's        percentage 
states—            From              To          wage rate rank            of highest 

Contract construction          8                 $3.58          $5.85          $5.65 2nd                       97 

Manufacturing        15                   2.61            3.59            3.59 1st                     100 

Durable goods        12                   2.38            3.68            3.68 1st                     100 

Lumber & wood products          9                    2.45             3.74             3.70 2nd                        99 

Primary metal industries...       11                   2.67            4.08            3.89 5th                       95 

Fabricated metal products..       11                   2.74             3.79             3.79 1st                     100 

Machinery except electrical      11                   2.91            4.25            4.25 1st                     100 

Non-durable goods        12                   2.57            3.55            3.29 4th                       93 

Food & kindred products....       15                    2.48             3.70             3.11 9th                        84 

Textile mill products          9                   2.03            2.75            2.37 5th                       86 

Apparel & other textile 
products        10                    2.03             2.83             2.09 9th                        74 

Paper & allied products....       10                   2.72             3.87             3.87 1st                     100 

Printing & publishing        13                   3.05            4.37            3.99 4th                       91 

— States  from Group A:    Colorado,  Connecticut, Hawaii,   Idaho,  Illinois, Indiana,  Iowa, 
Maryland, Minnesota, Nebraska, New Hampshire, New York,  Oregon,   South Dakota, Utah. 

— States  are omitted when no hourly wage data were available. 
c/ — Standard industrial classification. 

SOURCE:    Employment and Earnings - States  and Areas,   1930-71,  Bureau of Labor Statistics, 
U.S.  Department of Labor. 
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Table 17.  Definitions of Selected Industrial Classifications 

Code Definition 

2003 

2070 

A299 

430A 

7219^ 

8017 

8033 

8232 

8387 

8391 

8810 

9079 

Bakeries - including salesmen, route supervisors, 
drivers 

Creameries - including S.; route supervisors, 
drivers 

Printing 

Newspaper publishing 

Truckmen N.O.C. - including drivers 

Store risks - retail - N.O.C. 

Meat, grocery, and provision stores (combined) - 
retail - N.O.C. 

Lumber yards - no second-hand materials - 
including drivers 

Automobile accessories, service stations - 
including drivers 

Automobile garages or repair shops: all other 
employees - including drivers 

Clerical office employees N.O.C. 

Restaurants - including musicians, entertainers, 
etc. 

a/ 
— This classification would not include log truck drivers, who are 

classified in 2702 or a state special code. 

SOURCE: Classification Code; Workmen's Ccmpensation and Employers 
Liability Insurance Manual [7]. 
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Table 18.  Policy Years and Proportion of Payroll Represented by 
Selected Industrial Classifications for States from 
Group A 

Payroll for selected 
industrial classifications 

as a percentage of 
State Policy years      total covered payroll 

Colorado  66/67 - 67/68 34 

Connecticut  67/68 - 68/69 57 

Hawaii  66/67 - 67/68 21 

Idaho  66/67 - 67/68 28 

Illinois  67/68 - 68/69 36 

Indiana  67/68 - 68/69 27 

Iowa  66/67 - 67/68 28 

Maryland  66/67 - 67/68 36 

Minnesota  67/68 - 68/69 32 

Nebraska  67/68 - 68/69 31 

New Hampshire  66/67 - 67/68 26 

New York  68   -   69 a/ 

Oregon  67/68 - 68/69 24 

South Dakota  67/68 - 68/69 32 

Utah  65/66 - 66/67 32 

— Data not available. 

SOURCE: Unpublished data provided by the National Council on 
Compensation Insurance. 

(Hawaii) to 57 percent (Connecticut) of the covered payroll for all classifica- 
tions. The selected classifications represent 24 percent of Oregon's payroll 

The policy years selected were the two most recent years with second reports 
available (Table 18).  The accuracy of the data is considerably improved over 
first, reports, as an additional year of development is included in the second 
reports.  That is, one year has elapsed since the first report. More claims are 
closed and reserves have been re-evaluated. 
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All 12 industrial classifications were combined, using a weighted sum. Each 
state was given the same payroll mix as Oregon.  If Oregon had 10 percent of the 
payroll for the 12 classifications in bakeries (2003), then all other states' 
payrolls were adjusted to place 10 percent of their payrolls in bakeries.  Each 
state's factor used to adjust payroll was also used to adjust dollar losses and 
number of claims.  Thus, industry mix was made the same from one state to the 
next. 

Hypothesized Result 

Using data with differences in hazardousness between states removed should 
result in several changes in Oregon's frequencies of the various types of claims, 
relative to other states.  The expected change of primary interest has to do with 
PPD and PTD claims.  If hazardousness -due to industry mix were a major contributing 
factor, one would anticipate Oregon's frequency of PPD and PTD claims per $100 
million payroll to decline significantly, relative to other states.  If this does 
not occur, then hazardousness of Oregon industry is not the reason for Oregon's 
high frequency of PPD and PTD claims. 

The other expected changes would include reductions in the frequency of each 
type of claim and all claims summed together for Oregon, relative to other states. 

Frequency of PPD and PTD Claims 
Per $100 Million Payroll 

Table 19 indicates that Oregon's frequency of PPD and PTD claims remains high, 
relative to other states, even with hazardousness due to industry mix removed 
from the data. Oregon's frequencies of PPD and PTD claims rank third and first 
of the 15 states from Group A, and are 167 percent and 1,300 percent of the median 
frequencies, respectively. 

Oregon's frequencies of various types of claims both increased and decreased, 
relative to the other states from Group A. This is indicated by the change in 
Oregon's frequencies as a percentage of the median frequencies (Table 20).  For 
Death and PPD claims, this percentage decreased.  Here/ever, for PTD, TTD, MO, and 
all claims, Oregon's frequency increased, relative to other states. 

Conclusions 

This evidence indicates that hazardousness of industrial mix is not the rea- 
son for Oregon's high frequency of PPD and PTD claims. 

Of course, these data from selected industrial classifications provided 
opportunity to re-examine some prior conclusions in the study. 

The data reveal that Oregon's losses per $100,000 payroll are higher than 
the other states' from Group A for PTD (3,450 percent of the median), PPD, and 
all claims (Table 21). Oregon's losses are below the median for Death and TTD 
claims, and 103 percent of the median for MO claims. 
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Table 19.  Frequency of Claims Per $100 Million Payroll from Selected 
Industrial Classifications in Oregon, Compared to the Medians 

for States from Group A:-'  1965-69^' 

„ ,    , , .     Type of claim ,.. 
Number of claims per       -. ■^——. y Tj—  All 
$100 million payroll       Death   PTD^-'   PPD-'  TTD^7   MO^-7   claims 

Ranged from: 7      .0    20    116     863    1,225 

to:   2.5     1.3   105    566   1,583    1,793 

Median   1.4      .1    45    176   1,244    1,528 

Oregon's frequency   1.0     1.3    75    286   1,246    1,609 

Of the 15 states, Oregon's 
frequency ranked   13th     1st   3rd    4th    7th      3rd 

Oregon's frequency as a 
percentage of the median 
frequency    71     1,300  167    162    100      105 

_ _ 

— States from Group A:  Colorado, Connecticut, Hawaii, Idaho, Illinois, 
Indiana, Iowa, Maryland, Minnesota, Nebraska, New Hampshire, New York, 
Oregon, South Dakota, Utah. 

— Data are from two 1965-69 policy years. See Table 18 for the policy 
years for each state. 

c/ — Permanent total disability. 

— Permanent partial disability. 

e/ 
— Temporary total disability. 

— Medical only. 

SOURCE:  Unpublished data furnished by the National Council on Compensation 
Insurance. 
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Table 20.  Frequency of Claims Per $100 Ilillion Payroll: Oregon's 
Frequencies as Percentages of the Median Frequencies for 
States frora Group A— 

Type of claim 
All classifications 

data, 1968-7(F-/ 

Selected industrial 
classifications data, 

1965-6&£' 

Death. 

PTD^- . 

PPD^. 

TTD— . 

Ml 

All claims. 

(percent) 

129 

567 • 

240 

154 

96 

104 

(percent) 

71 

1,300 

167 

162 

100 

105 

a/ 
— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 

Indiana, Iov7a, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
New York, Oregon, South Dalcota, Utah. New York has been omitted from 
the all-classifications category for lack of data.  Montana has been 
omitted from the selected industrial classifications category for the 
same reason. 

— Data are from 1968-70 policy years. See Table 4 for the policy years 
for each state. 

c/ 
— Data are from 1965-69 policy years.  See Table 18 for the policy years 

for each state, 

d/ 
— Permanent total disability. 

e/ 
— Permanent partial disability. 

— Temporary total disability. 

?J ■*- Medical only. 

SOURCES: "Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance (a statistical table). 

Payroll was taken from 1972-73 "State Supplementary Memos," pub- 
lished by the National Council on Compensation Insurance. 

Unpublished data furnished by the National Council on Compensation 
Insurance. 
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Table 21.  Incurred Losses Per $100,000 Payroll from Selected Industrial 
Classifications in Oregon, Compared to the Median Losses in 
States from Group A:-  1965-69^- 

Incurred losses per       . '* TT j TJ— All 
$100,000 payroll Death  PTD^'  PPD^'  TTD^-'   MO^'    claims 

Oregon's incurred losses.... $25   $69    $380   $107   $42      $624 

Median   $28   $ 2    $193   $116   $41      $383 

Of the 15 states, Oregon's 
losses ranked   9th   1st     1st   11th   6th        1st 

Oregon's losses as a per- 
centage of the median 
losses   89  3,450    197     92   102       163 

The difference between 
Oregon's losses and the 
median losses  (-$3)  $67    $187  (-$9)   $ 1       $241 

Percentage of the total 
difference^/        26.3   73.3 .4 

a/ 
— States from Group A:  Colorado, Connecticut, Hawaii, Idaho, Illinois, 

Indiana, Iowa, Maryland, Minnesota, Nebraska, New Hampshire, New York, 
Oregon, South Dakota, Utah. 

— Data are from two 1965-69 policy years.  See Table 18 for the policy 
years for each state. 

c/ 
— Permanent total disability. 

— Permanent partial disability. 

e/ — Temporary total disability. 

— These percentages are based on the sum - $67 + $187 + $1 = $255 - of 
Oregon's losses in excess of the medians. 

SOURCE: Unpublished data furnished by the National Council on Compensation 
Insurance. 
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As was the conclusion from Chapter III, Oregon's losses in excess of the 
median are due to PPD and PTU claims.  PTD claims account for 26.3 percent of 
the difference between the medians and Oregon's losses and PPD claims, 73.3 per- 
cent, leaving .4 percent to MO claims. 

The selected industrial classifications data represent less hazardous in- 
dustries, on the average, than the all-classifications data used in Chapter III. 
This is evident, since the median losses for each type of claim are lower for 
the selected classifications data.  This is due, in part, to lower average costs 
per claim, but mainly due to lover frequencies of claims. 

The data indicate that average cost per type of claim contributes little to 
the difference between the medians and Oregon losses. Oregon's average cost 
for PPD claims is 112 percent of the median (Table 22), while Oregon's losses for 
this type of claim were 197 percent of the median.  Oregon's average cost for PTD 
claims is 128 percent of the median, while Oregon's losses for this type of claim 
were 3,450 percent of the median.  The data indicate that these two types of 
claims represent 99.6 percent of the difference between Oregon's losses and the 
median losses. The data also indicate that average costs contribute little to 
this difference. 

Oregon's average costs of Death and TTD claims are 162 percent and 60 percent, 
respectively, of the medians. However, the losses for both types of claims are 
below the medians.  Oregon's average cost of MO claims is 103 percent of the 
median - a type of claim responsible for .4 percent of Oregon's losses in excess 
of the medians.  The average costs per claim for Death, TTD, and 110 claims are 
not significant contributing factors to Oregon's losses in excess of the medians. 

The data, while used primarily to test the effect of hazardousness of Oregon 
industry mix on the frequency of PPD and PTD claims, also support the conclu- 
sions drawn from Chapter III. 

Oregon's Frequency of PPD and PTD Claims Per $100 Million 
Payroll was High Because of Statutes Pertaining 

to Determination of PPD and PTD Claims 
and Interpretations of those Statutes 

A state-by-state comparison of the statutes and their interpretations would 
provide the most powerful test of this suspected cause. However, such an effort 
would be time-consuming and beyond the scope of this research.  Instead, the 
effects of these statutes are examined indirectly. The average distribution of 
1,000 claims, by type of claim, is compared for the states from Group A. The data 
used are from the selected industrial classifications, and includes two 1965-69 
policy years for each state. 

At this point it is important to distinguish between two types of statutory 
rules.  One has to do with compensability.  The other has to do with level or type 
of award.  For all practical purposes, the rules regarding compensability are the 
only ones used to determine if a filed claim is a compensable death claim. For 
PTD, PPD, TTD, and HO claims, both types of rules are used. For these types of 
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Table 22.  Distribution of 1,000 Claims, by Type of Claim, for Selected 
Industrial Classifications in Oregon, Compared to 15 Other 
States from Group A:—  1965-69- 

_. .......   c  Type of claim  Distribution of  i-c  
1,000 claims PTD^       PPD^       TTD^       MO^/ 

Median 06      27.3      113.9      852.8 

Oregon's distribution of 
1,000 claims 82      46.4      177.8      775.0 

Of the 16 states, Oregon's 
distribution of 1,000 claims 
ranked    1st       5th       4th        13th 

Oregon's  distribution as  a 
percentage of the median 
distribution        1,367 171 156 91 

__ _ 
— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 

Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
New York, Oregon, South Dakota, Utah. 

— Data are from two 1965-69 policy years.  See Table 18 for the policy 
years for each state. 

c/ — Permanent total disability. 

— Permanent partial disability. 

e/ — Temporary total disability. 

— Medical only. 

SOURCE: Unpublished data furnished by the National Council on Compensation 
Insurance. 

claims, the compensability of the claim is determined and the level of award or 
type of claim is determined. A PPD or PTD claim could have been a TTD or M0 
claim, or no claim at all. 

The data in the previous section illustrated the effect of the statutory 
rules regarding compensability of all types of claims.  Table 19 indicates that 
Oregon's frequency of all claims per $100 million payroll was 105 percent of the 
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median frequency for Group A. This section includes an examination of the 
statutory rules pertaining to level of award, i.e., type of claim between MO, 
TTD, PPD, and PTD claims. 

The data presented in Table 23 indicate that a higher proportion of Oregon's 
claims were PTD claims than occurred in any of the other states from Group A. 
Oregon's distribution of PTD claims ranked first, and was 1,367 percent of the 
median distribution. Oregon's relative distribution of PPD claims was also above 
the median.  For this type of claim, Oregon ranked fifth and was 171 percent of 
the median.  Oregon's relative distribution of TTD claims ranked fourth and was 
156 percent of the median. 

These data indicate that Oregon's claims fall disproportionately into PTD, 
PPD, and TTD claims.  These data and the analytical process pursued in this sec- 
tion lead to the conclusion that Oregon's high frequencies of PPD and PTD claims 
per $100 million payroll were due to the statutes pertaining to determination of 
these two types of claims, and interpretation and application of the statutes. 
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Table 23.     Distribution of  1,000 Claims,  by Type  of Claim,   for Selected 
Industrial Classifications  in Oregon,  Compared  to  15 other 
States from Group A:-      1965-69-' 

™-   ,.   .v   „. r  Type of  claim Distribution of  -. ^ -. j-.  
1,000  claims PTI^' PPIF-' TTD^' VEfJ 

Median 06 27.2 113.9 852.8 

Oregon's distribution of 
1,000  claims      ;82 46.4 177.8 775.0 

Of the 16 states, Oregon's 
distribution of 1,000 claims 
ranked   1st      5th     4th     13th 

Oregon's  distribution as  a 
percentage of the median 
distribution  1,367     171     156     91 

— States from Group A: Colorado, Connecticut, Hawaii, Idaho, Illinois, 
Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, 
New York, Oregon, South Dakota, Utah. 

— Data are from two 1965-69 policy years. See Table 18 for the policy 
years for each state. 

c/ — Permanent total disability. 

— Permanent partial disability. 

e/ 
— Temporary total disability. 

— Medical only. 

SOURCE:  Unpublished data furnished by the National Council on Compensation 
Insurance. 
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V.  SUMMARY AMD IMPLICATIONS 

Oregon's workmen's compensation insurance rates for agriculture appear to 
be the highest in the nation.  Agricultural rates for 43 states were compared 
for 1972-73 (Table 2, p. 3). Oregon's rates ranked among the top three states 
for seven of the eight general classifications. This study was originally 
initiated to determine why Oregon's xrorkmen's compensation rates for agriculture 
are so much higher than those in other states. 

Another study reveals that Oregon's workmen's compensation insurance rates 
are high for all industrial classifications. The report of the National Commis- 
sion on State Workmen's Compensation Laws indicates that, as a group, Oregon 
employers pay a higher percentage of payroll for workmen's compensation insurance 
coverage than is paid by employers in any of the other states included in the 
analysis [18] (Table 3, p. 5). This study was broadened to include non-agricul- 
tural as well as agricultural employers. 

High rates create serious problems. This is not to argue that high rates 
cannot create significant benefits to injured workmen. They can. However, the 
need to understand the reasons behind the high rates is demonstrated by the prob- 
lems which those rates create. The most obvious problem is the effect on employ- 
ers. For example, high rates either reduce the farmer's profit or add to his 
losses. Employees are affected as well. Employment opportunities are reduced. 
The trend toward increasing mechanization and declining employment in agricul- 
ture is common knowledge. Additions to labor costs accentuate this trend. Usual- 
ly the less skilled workers are idled first. This means many workers displaced 
elsewhere. Unemployed workers may find themselves on welfare.  Such a result 
is not in the best interest of the employer or society, and certainly not in the 
interest of the employee. 

Conclusions 

Major Conclusion 

OREGON'S WORKMEN'S COMPENSATION INSURANCE RATES WERE HIGH BECAUSE OF THE 
STATUTES PERTAINING TO DETERMINATION OF PPD (PERMANENT PARTIAL DISABILITY) AND 
PTD (PERMANENT TOTAL DISABILITY) CLAIMS, AND INTERPRETATIONS OF THOSE STATUTES. 

The findings which led to this conclusion are presented below. Highlights 
of the evidence supporting these findings are presented in the next section. 

1. Oregon's high workmen's compensation insurance rates were not due 
to differences in rating formulas between states. 

2. Oregon's high workmen's compensation insurance rates were due 
to high losses per payroll dollar. 

3. Oregon's high workmen's compensation losses were due, almost ex- 
clusively, to two types of claims - permanent partial disability 
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claims (PPD) and permanent total disability claims (PTD). 

4. The average cost per claim for PPD and PTD claims contributed 
little to Oregon's high workmen's compensation losses. These 
average costs were not significantly dissimilar from other 
states. 

5. Oregon's high workmen's compensation losses were primarily 
due to the high frequencies of PPD and PTD claims per dollar 
of payroll, which were significantly dissimilar from other 
states.  The frequencies of all types of claims summed to- 
gether were not significantly dissimilar from other states, 
and contributed little to the high losses. 

Several factors could potentially affect the frequencies of 
PPD and PTD claims per dollar of payroll:  (a) hourly wage 
rates, (b) relative hazardousness of Oregon industries, and 
(c) statutory rules pertaining to PPD and PTD claims, and 
subsequent interpretations of those rules. 

6. Wage rates in Oregon were relatively high. Thus, wage rates 
were not the reason for the high frequencies of PPD and PTD 
claims per dollar of payroll. 

7. Hazardousness of Oregon's industries was not the reason for 
the high frequencies of PPD and PTD claims per dollar of pay- 
roll. 

8. The high frequencies of PPD and PTD claims per dollar of pay- 
roll in Oregon were due to the statutory rules pertaining to 
determination of PPD and PTD claims, and subsequent interpre- 
tation of those rules.  The rules are interpreted by several 
divisions of the Workmen's Compensation Board and the Oregon 
court system. 

Highlights of Findings 

This section includes a summary of the methodology and evidence resulting 
in the findings and conclusions listed above.  Supporting material is presented 
with each finding. 

To examine the reasons for Oregon's high workmen's compensation insurance 
rates, a set of 16 states was chosen. This set of states, referred to as Group 
A, was chosen on the basis of workmen's compensation coverage similar to Ore- 
gon's.  Group A includes Colorado, Connecticut, Hawaii, Idaho, Illinois, Indiana, 
Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire, New York, Oregon, 
South Dakota, and Utah. Subsequent findings are supported with data from all 
industrial classifications of states from Group A for policy years between 1968 
and 1970. 
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Not the Rating Formula 

Oregon's high rates suggested the rating formula as a starting point for 
the inquiry.  Rates for each state are estimated, using that state's past loss 
and payroll experience, adjusting that experience to present conditions, and 
adding certain overhead expenses and profit.  The expenses and profit are added 
as percentages of the loss experience, not as actual dollar costs. 

According to data obtained from the National Council on Compensation In- 

surance— (NCCI) for 1971, the percentages in the rating formula for paying claim 
costs varied by 3.1 percentage points for states from Group A. For all U.S. 
states except those with monopoly state funds,— and excluding California and 
Kentucky, the percentages varied by 3.6 percentage points.  Including California 
and Kentucky increased this range to 16.8 percentage points.  Thus, for states 
other than the states of California and Kentucky, the percentage of the rate 
provided for paying claims varies little. Differences in the rating formulas 
between states are not responsible for Oregon's high workmen's compensation in- 
surance rates. 

High Workmen's Compensation Insurance 
Losses Per Payroll Dollar 

This implies that variations in rates between states are due to variations 
in losses.  In fact, Oregon's losses per $100,000 payroll ranked first of the 
other 15 states from Group A (Table 8, p. 21). Oregon's losses were 185 percent 
of the median losses. 

The losses presented here are incurred losses, including both paid out 
losses and reserves established by insurance companies against open claims. For 
reasons presented below, incurred losses were assumed to be as conservative a 
picture of actual losses in Oregon as in other states. 

Several audits of the State Accident Insurance Fund (SAIF) indicate that 
reserves for this company were "reasonable and conservative" as of June 30, 1968, 
1969, and 1970 [2, 14, 15], SAIF sells more than 60 percent of the workmen's 
compensation insurance in Oregon. Also, data on changes in losses from one year 
to the next from the NCCI indicate that historically incurred losses have under- 
stated actual losses in Oregon. From this information, it is assumed that 
actual losses in other states are not understated more than in Oregon. 

5/ 

6/ 

The National Council on Compensation Insurance (NCCI) is a non-profit 
organization funded by insurance carriers to estimate workmen's compensa- 
tion insurance rates.  In 1972 the NCCI filed rates in 24 states and pre- 
pared the basic data for, or testified about, the rates in 10 additional 
states. 

In 1971, monopoly state funds were used in 6 states - Nevada, North Dakota, 
Ohio, Washington, West Virginia, and Wyoming.  In these states insurance can- 
not be purchased through private insurance carriers, but can be purchased 
through a state-owned insurance company. 
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High Workmen's Compensation Insurance Losses 
Were Due to PPD and PTD Claims 

Oregon's high losses were due almost exclusively to permanent partial dis- 
ability (PPD) and permanent total disability (PTD) claims (Table 9, p. 22).  PPD 
claims accounted for 73.6 percent of the difference between Oregon's losses and 
the median losses, and PTD claims accounted for 18.5 percent of that difference. 
Death and temporary total disability (TTD) claims accounted for 7.3 percent of 
that difference, and medical only (MO) claims, .6 percent. 

PPD and PTD claims together accounted for 92.1 percent of the difference 
between Oregon's losses and the median losses. 

Average Cost of PPD and PTD Claims 
Added Little to Oregon's High Losses 

For Group A, the median average cost of a PPD claim was $5,020. Oregon's 
average PPD claim cost was $4,995 - below the median.  Thus, average cost per 
PPD claim had no effect on 73.6 percent of Oregon's losses in excess of the median 
losses (Table 9, p. 22; Table 10, p. 24). 

For Group A, the median average cost of a PTD claim was $49,522. Oregon's 
average PTD claim cost was $60,898 - 123 percent of the median. Oregon's losses 
per $100,000 payroll for PTD claims were 1,190 percent of the median losses. 
Thus, average cost per PTD claim had a small effect on 18.5 percent of Oregon's 
losses in excess of the median losses (Table 9, p. 22; Table 11, p. 25). 

Death, TTD, and M0 claims accounted for 7.9 percent of Oregon's losses in 
excess of the median losses. Thus, average costs of these three types of claims 
could have had little effect on Oregon's high losses. 

If high losses are not due to average costs of PPD and PTD claims, then the 
frequency of these types of claims must be responsible. 

Oregon's High Losses Were Due to the 
Frequency of PPD and PTD Claims 

Oregon's frequency of PPD claims per $100 million payroll ranked second among 
the states from Group A (Table 13, p. 28). Oregon's frequency of all claims per 
$100 million payroll was 2,160 - 4 percent above the median. Oregon's losses 
per $100,000 payroll for all claims were 185 percent above the median losses 
(Table 8, p. 21).  Thus, the frequency of all claims contributes little to Ore- 
gon's losses in excess of the median losses. 

Findings Were Not Affected by Including 
Additional States in the Analysis 

The findings concerning losses, average costs, and frequency of claims pre- 
sented in the prior section, are based on analyses including states from Group 
A.  Additional analysis was performed to examine the effect of states with work- 
men's compensation coverage dissimilar in payroll limitations and numerical ex- 
emptions to Oregon's coverage. Average costs, by type of claim, for 44 states 
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were compared.  Data were not available from the 6 states with monopoly state 
funds - Nevada, North Dakota, Ohio, Washington, West Virginia, and Wyoming.  Be- 
cause of missing payroll data, 10 additional states were omitted from the com- 
parisons of losses per $100,000 payroll and number of claims per $100 million 
payroll by type of claim - Alabama, Arizona, California, Delaware, Louisiana, 
Massachusetts, New Jersey, New York, Pennsylvania, and Texas. 

Including states with numerical exemptions and payroll limitations affected 
the analysis but did not change the following basic findings: 

1. Oregon's workmen's compensation losses were high. 

2. The high losses were primarily due to PPD and PTD claims. 

3. The high losses were not due to high average costs for PPD 
and PTD claims. 

A.  The high losses were due to the high frequencies of PPD and PTD 
claims per payroll dollar, and were not due to the high fre- 
quency of all claims. 

Although the medians for the comparisons changed, prior findings were confirmed. 

After determining that the findings were not affected by limiting the com- 
parisons to states from Group A, the reasons for Oregon's high number of PPD and 
PTD claims were examined: 

Three factors were identified as the major potential causes of Oregon's high 
number of PPD and PTD claims per $100 million payroll:  (a) hourly wage rates, 
(b) the hazardousness of Oregon's industrial mix, and/or (c) the statutes re- 
lating to determination of PPD and PTD claims and interpretations of those stat- 
utes. Again, the states from Group A were used to examine these potential causes. 
Because of data problems, Montana was omitted from Group A. New York was in- 
cluded. 

Wage Rates Were Not the Reason 

How would wage rates affect the number of PPD and PTD claims? The frequency 
of claims per payroll amount is inversely proportional to the wage rate. Con- 
sider the example of two states with identical workmen's compensation systems, 
identical accident rates, and one state with twice the wage rate of the other 
state. The state with twice the wage rate will have one-half the frequency of 
claims per payroll dollar of the other state. If Oregon's wage rates were low, 
this could help explain Oregon's high number of PPD and PTD claims per payroll 
dollar.  Of course, this would not explain Oregon's relative mix of the five 
types of claims. 

Three sets of wage data corresponding to workmen's compensation data used in 
this research were used to examine this hypothesis:  (1) average hourly wages for 
hired farm workers (1968-70), (2) average weekly wage for injured workmen filing 
workmen's compensation claims (1968-70), and (3) average hourly earnings.in 1969 
for some selected standard industrial classifications.  Oregon's wage rates were 
compared with the highest wage rates, to set a lower bound on how low Oregon's 
wage rates were, relative to the states from Group A. 

-49- 



The results indicate that Oregon's wage rate was 90 percent or more of the 
highest wage rate for the first two sets of data.  Oregon's wage rate being the 
highest in some cases indicates that other states' frequencies of PPD and PTD 
claims are inflated, relative to the frequencies in Oregon.  Wage rates in Oregon 
are not low, relative to other states from Group A and, therefore, do not con- 
tribute to Oregon's high frequencies of PPD and PTD claims. 

How low would Oregon's wage rates have needed to be to explain Oregon's fre- 
quencies of PPD and PTD claims per $100 million payroll being 240 percent and 
567 percent of the frequencies in states with frequencies equal to the median 
number? Using the states having median frequencies as a base, Oregon's wage rates 
would need to be 42 percent and 18 percent of these states' wage rates, respec- 
tively. 

This finding is based on the fact that the frequency of claims per payroll 
is inversely proportional to the wage rate.  It should also be noted that losses 
per payroll amount, and workmen's compensation rates per payroll amount, are 
inversely proportional to wage rates. Therefore, the conclusion may be expanded. 
Oregon's high losses and rates are not due to low wage rates. 

Hazardousness of Oregon's Industrial Mix 
Was Not the Reason 

Oregon's industrial mix, if more hazardous than in other states, could ex- 
plain the high frequency of PPD and PTD claims per $100 million of payroll.  How- 
ever, this would not explain why the frequency of each type of claim, and all 
claims, is not high, relative to other states. 

The effects of differences in hazardousness were removed by using data from 
a selected set of industrial classifications covering two policy years within the 
1965-69 time period (Table 17, p. 35). Logging and agriculture, two hazardous 
industries, were purposely avoided. The classifications chosen are assumed to 
have a similar degree of hazardousness between states. 

The data for each state were altered to match the industry mix that existed 
in Oregon. That is, if 5 percent of Oregon's payroll for the 12 classifications 
was in Bakeries (2003), then the payroll for each state was adjusted so that 5 per- 
cent was in Bakeries (2003). The same factor used to adjust payroll for each 
state was used to adjust losses and number of claims data. 

If there are differences in hazardousness between states, then removal of 
these differences should result in several changes in Oregon's frequencies of the 
various types of claims, relative to other states. One would expect the frequency 
of PPD and PTD claims per $100 million payroll, and the frequencies of all other 
types of claims to decline in Oregon, relative to other states. 

Oregon's frequency of PPD and PTD claims was 167 percent and 1,300 percent 
of the median frequencies, respectively (Table 19, p. 38). Oregon's frequency 
of Death and PPD claims decreased, relative to other states, while the frequen- 
cies of PTD, TTD, MO, and all claims increased.  Oregon's frequencies of PPD 
and PTD claims ranked third and first, respectively.  The analysis indicates 
that hazardousness of Oregon's industrial mix was not a major contributing fac- 
tor to Oregon's high frequency of PPD and PTD claims per $100 million payroll. 
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These data from different policy years provide opportunity to reinforce 
previous findings: 

1. Oregon's losses per $100,000 payroll were again high. Oregon's 
losses ranked first of the states from Group A, and were 163 
percent of the median. 

2. PPD claims accounted for 73.3 percent of the difference between 
Oregon's losses and the medians. PTD claims accounted for 26.3 
percent of that difference (Table 21, p. 40). 

3. Average costs accounted for ja small portion of Oregon's high 
losses. Oregon's average costs for PPD and PTD claims were 
112 percent and 128 percent of the medians, respectively. 

4. Oregon's high losses were primarily due to the frequency of 
PPD and PTD claims. Oregon's frequencies of PPD and PTD 
claims were 167 percent and 1,300 percent of the medians, re- 
spectively. Oregon's high losses were not due to the fre- 
quency of all claims. Oregon's frequency of all claims is 
105 percent of the median (Table 19, p. 38). 

Analysis of these data from selected industrial classifications illustrates 
that hazardousness was not the reason for Oregon's frequency of PPD and PTD claims 
in excess of the medians for states from Group A. By process of elimination, 
this leads to the last causal factor. 

Oregon's Frequency of PPD and PTD Claims Per $100 Million 
Were High Because of Statutes Pertaining to 
Determination of PPD and PTD Claims, and 

Interpretations of those Statutes 

The effects of these statutes are examined indirectly. The average distribu- 
tion of 1,000 claims, by type of claim, is compared for the states from Group A. 
The data used are from the selected industrial classifications, and include two 
policy years for each state falling in the 1965-69 time period. 

At this point, it is important to distinguish between two types of statutory 
rules. The one has to do with compensabillty. The other has to do with level 
or type of award. For all practical purposes, the rules regarding compensabillty 
are the only ones used to determine if a filed claim is a compensable death claim. 
For PTD, PPD, TTD, and MO claims, both types of rules are used. For these types 
of claims, the compensabillty of the claim is determined, and the level of award 
or type of claim is determined. A PPD or a PTD claim could have been a TTD or a 
MO claim, or no claim at all. The effects of statutory rules and subsequent in- 
terpretations pertaining to level of award, i.e., type of claim, between M0, TTD, 
PPD, and PTD claims are being examined here. 

The data presented in Table 23 (p. 44) indicate that a higher proportion of 
Oregon's claims were PTD claims than occurred in any of the other states from 
Group A.  Oregon's distribution of PTD claims ranked first, and was 1,367 percent 
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of the median distribution. Oregon's relative distribution of PPD claims was 
also above the median.  For this type of claim, Oregon ranked fifth, and was 
171 percent of the median. Oregon's relative distribution of TTD claims ranked 
fourth, and was 156 percent of the median. 

Oregon's claims were distributed toward PTD, PPD, and TTD claims, and away 
from MO claims. Oregon's relative distribution of MO claims ranked thirteenth, 
and was 91 percent of the median. 

These data indicate that Oregon's claims fall disproportionately into PTD, 
PPD, and TTD claims. These data, and the analytical process pursued in this 
section, lead to the conclusion that Oregon's high frequencies of PPD and PTD 
claims per $100 million payroll were due to the statutes pertaining to determina- 
tion of these two types of claims, and interpretation and application of the 
statutes. 

Summary and Implications of Statutes 
and Interpretations 

In summary, Oregon's rates were high because Oregon's losses due to PPD and 
PTD claims were high. This situation exists because of the high frequencies of 
these two types of claims. These frequencies were high, relative to other states, 
due to the statutes pertaining to determination of PPD and PTD claims, and inter- 
pretations of those statutes. Interpretations are made by the Closing and Evalu- 
ations Division and the Hearings Division of the Workmen's Compensation Board 
and the Board itself.  Interpretations also come from the Circuit Court, the 
Court of Appeals, and the Oregon Supreme Court. 

A detailed examination of the statutes pertaining to PPD and PTD claims, and 
interpretations of those statutes, is beyond the scope of this study. However, 
several areas for possible examination are listed here, with an accompanying court 
case: 

1. Compensability of heart cases;  Fagaly vs. SAIF, June 1970. 

2. Loss of earnings capacity; Surratt vs. Gunderson Bros. 
Engineering Corporation, August 1970. 

3. "Odd lot" doctrine; Swanson vs. Westport Lumber Company, 
January 1971. 

This last area - the "odd lot" doctrine - provides an example of a court in- 
terpretation which may ultimately be one of the most costly for agriculture. This 
doctrine allows for finding that a worker is totally disabled when not physically 
totally disabled.  This occurs when he is judged unemployable because of his 
physical problem coupled with a lack of work skills and training, low educational 
level, low mental capacity, and/or advanced age. Advanced age was 47 in the 
Jenness vs. SAIF case, January 1972. In Deaton vs. SAIF, May 1973, the rules con- 
cerning the "odd lot" doctrine became more explicit, and were subsequently included 
and passed in Senate Bill 233.  Once a claimant is judged in the "odd lot", the 
burden of proof shifts.  The employer must demonstrate that there is suitable 
employment regularly and continuously available for that particular workman. 
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A high percentage of agricultural workers are potential "odd lot" doctrine 
cases, if injured. Consider the proportion of agricultural workers who are 
middle age or older, have limited job skills, and have a low educational level. 

This doctrine, established by the Swanson vso Westport Lumber Company case 
in January 1971, is partially reflected in the data used in this study. The 
Workmen's Compensation Board indicates that a significant percentage of the rea- 
sons given for PTD determinations for 1970-72 are those listed for the "odd lot" 
doctrine. These percentages are 20.8 percent in 1970, 13.0 percent in 1971, 
and 17.3 percent, 23.3 percent, and 18.7 percent for the first three quarters 
of 1972.  Only time will reveal the full impact of this court decision. 

Oregon's workmen's compensation system has several other peculiarities which 
affect interpretations of statutes relating to the determination of PPD and PTD 
claims. The NCCI and the Workmen's Compensation Board have indicated that court 
decisions have been rapidly changing Oregon's interpretations of workmen's com- 
pensation statutes in recent years. The changed interpretations affect past claims 
as well as future claims. Oregon's workmen's compensation system includes a 
five-year aggravation period.  This means new interpretations are potentially 
retroactive over a five-year period. 

Several factors could be responsible for the climate of change which exists 
within Oregon's workmen's compensation system. These factors are listed below. 

1. The appeals system is "de novo"  through all of its steps except 
the Supreme Court. "De  novo" refers to the fact that each case 
is reviewed on the evidence. Little weight may be placed on the 
decision from the previous review. 

2. Appeals are initiated at the request of the employee or employer. 
No "substantial evidence" rule is employed. 

3. There has been a high incidence of decision changes between the 
Closing and Evaluations Division and the Hearings Division of 
the Workmen's Compensation Board. A major proportion of the 
appeals to the Hearings Division from the Closing and Evalua- 
tions Division result in increased settlements - 66 percent in 
1968, 74 percent in 1969, 75 percent in 1970, and 76 percent 
in 1971. 

The evidence becomes clear that the statutes pertaining to determination of 
PPD and PTD claims, and the interpretations placed on these statutes, explain in 
large measure the high workmen's compensation rates in Oregon. This information 
is important for those who would understand Oregon's system. 
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Appendix A 

AGRICULTURAL RATE COMPARISONS BETWEEN STATES 

Oregon's agricultural workmen's compensation insurance rates are high, 
relative to rates in other states. Illustrating this fact is not without diffi- 
culty. The difficulties encountered, and methods used in this portion of the 
study, are discussed below. 

Not all states use the same industrial classifications for agriculture. The 
classifications used by 43 states in the U.S. are listed in Table 24. Delaware, 
Nevada, North Dakota, Ohio, Pennsylvania, West Virginia, and Wyoming were excluded 
from the table for lack of data. Thirty states use the eight "general classifica- 
tions" - 0005, 0006, 0008, 0034, 0035, 0042, 0050, and 0106. Other states have 
used some or all of the "general classifications" and "state special classifica- 
tions". Washington State uses a completely different classification system. 

With the assistance of Leary Jones, manager of the Northwestern Compensation 
Rating Bureau, it has been determined which state special classifications are 
similar to which general classifications (Table 25). When classifications over- 
lap, several state special classifications are placed in one general classifica- 
tion, or one state special classification is placed in several general classifi- 
cations. Thus, a state may have several rates for one general classification 
(Table 24). 

Oregon is one of the states with several state special classifications.  In 
fact, Oregon's numerous agricultural classifications have been suggested as one 
of the reasons for Oregon's high agricultural rates. To test this theory, we 
have computed composite rates for Oregon with state special classifications 
separated out - "General Farm" (0006) and "Florist" (0035). These composite rates 
(Table 24) were estimated using the standard rating formula used by the NCCI.— 

The composite rates estimated are lower than the manual rates for the respec- 
tive classifications. For the "General Farm" classification, the manual rate 
was $16.35 per $100 of payroll, and the composite rate $11.82. Both rates rank 

7/ 
Classification experience from the July 21, 1972 rate filing for Oregon was 
used to estimate the composite rates. The composite rate for 0006 is based 
on 100 percent credibility. Calculated pure premiums and payroll were used 
to construct a payroll-weighted calculated pure premium, and standard rating 
procedures were followed from this point. The composite rate for 0035 is based 
on the separate credibilities for 0035 and 0118. Pure premiums derived by 
formula were used instead of calculated pure premiums to form the payroll- 
weighted pure premiums, and then standard rating procedures were followed. 
Additional rate-making information is available in the main body of this re- 
port, in several publications [11, 16], and directly from the NCCI. 
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Table 24. Manual Workmen's Compensation Insurance Rates for Agricultural Employers 

Industrial classifications— 
Effective 

date State        0005 0006     0008    0034     0035     0042     0050 0106 

Dollars per $100 of payroll — 

GROUP A; 

Colorado  2.06 
Connecticut  2.64 
Hawaii  3.62 

Idaho  3.67 
Illinois  2.06 
Indiana  1.50 
Iowa  1.50 
Maryland  2.40 
Minnesota  2.89 
Montana  2.03 
Nebraska  1.32 
New Hampshire... 1.66 
New York  2.20 

Oregon  6.68 

South Dakota., 
Utah , 
Washington..., 

1.38 
la914/ 

6.35 
2.71   . 
3-62I/ 
1.74-/ 

6.34 
4.51 
3.66 
2.55 
4.66 
4.34 
9.49 
4.44 
3.12 
5.60 / 

3.60|; 
3.10K 

11-82T/ 
16•35ft/ 

S  71-' 
\^' 
2.30i|; 

8.41—' 
4.00 
4.18 
s.isif; 

2.06 
2.64 
3.62 

3.67 
2.06 
1.50 
1.50 
2.40 
2.89 
2.03 
1.32 
1.66   . 
S.IO^ 

5.71 

1.38 
1.24 
S.IS^ 

.86 

2.90 
3.50 
2.60 

4.56 
2.01 
1.24 
1.24 
2.34 
3.80 
3.98 
2.74 
1.85 
3.40 

5.42 

2.13 

2.77^ 

1.53 
1.32 
2.66 

1.56 
1.62 

.99 
1.05 
1.49 
1.87 
1.39 

.91 
1.10 
1.60 

3.96*/ 
5.44   , 
3.58^' 

.91 

8.0O±2/ 

3.71 
2.61 
3.27 

3.85 
2.69 
2.00 
2.31 
3.21 
3.61 
3.51 
2.36 
2.84 
3.10 

8.12 

2.26 
2.44 

5.19 
7.42 
6.29 

4.75 
5.05 
3.70 
2.35 
6.61 
5.71 
8.51 
3.27 
5.43 
6.80 

12.08 

4.57 
4.99 

8.19 
6.47 

20.63 

4.33 
4.57 
5.05 
4.08 
6.26 

10.96 
7.26 
4.54 

12.63 
9.00 

12.25 

4.78 
6.46 
8.00^' 

7-1-72 
10-1-72 
5-1-71 

1-1-73 
9-1-72 
7-1-72 
8-1-72 
8-1-72 
9-1-72 
7-1-72 

11-1-72 
3-22-72 
7-1-72 

7-1-72 

9-1-72 
1-1-73 
7-1-73 

(continued) 
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Table 24.     (continued) 

Industrial classifications— 
Effective 

State 0005 0006 0008            0034            0035            0042 0050 0106 date 

GROUP C   (cont.) 

Mississippi.... .     2.18 5.08 2.18            4.18             1.14            2.98 6.01 8.36 7-1-73 
Georgia.  .     1.44 2.65 1.44             2.26                .85             3.34 3.26 5.88 5-7-73 
South Carolina. .     1.58 2.86 1.58            1.66            1.06            2.70 5.23 5.57 4-1-71 

I 

I 

GROUP D; 

Alaska  1.59 
Florida  3.16 

Louisiana  2.72 

Missouri  2.60 
Oklahoma  3.16 
Texas  2.42 

2.64 1.03 1.64 1.15 2.20 7.14 9.22 3-1-73 
4.86 2.15 3.67 6.41 7.13 8-1-72 

4.43-^/ 
2.72 4.12 1.86 5.13 5.94 20.63 5-1-71 

5.65 2.60 3.06 2.01 3.26 5.55 7.64 3-1-73 
6.24 3-1644/ 2.72—' 

3.13 1.89 10.17 8.82 13.01 12-1-72 

2.72—' 
6.03 1.68 3.01 12.26 8.29 4-1-72 

a/ 
Definitions for industrial classifications used are presented in Table 25.    Eight 
industrial classifications are used by the majority of states  to cover agriculture - 
0005,  0006,  0008,  0034, 0035,  0042,  0050,  and 0106.    The rates  for special state 
classifications have been listed under one or more of these eight commonly used 
classifications where the affected employers would have been covered in the absence 
of the  state specials.    The author assumes responsibility for any errors in placing 
state specials. 

(continued) 



Table 24.  (continued) 

References • • 

1/ 0014 11/ 48-3 33/ 0016 

i/ 0078 18/ 48-5 3£/ 0080 

2/ 0007 19/ 48-6 35/ 0051 

i/ 0031 20/ 0036 36/ 0128 

5/ Composite 
0008, 0116 

rate for 
», 0117, 1 

2129, 
3124, 

, 0006, 
and 0126 

21/ 

22/ 

0017 

0037 

37/ 

38/ 

0011 

0129 

£/ Compos site rate for 0035 and 0118 23/ 0104 39/ 0130 

7/ 0006 i and 2129 24/ 0016 40/ 0006 and 0007 

1/ 0008 25/ 0082, 0083, 0084, and 0085 41/ 0016 

2/ 0118 26/ 0079 and 0074 42/ 0030 

10/ 

11/ 

12/ 

13/ 

14/ 

15/ 

16/ 

0116 

0117 

0124 

0126 

48-8 

48-2 

48-4 

27/ 

28/ 

29/ 

30/ 

31/ 

32/ 

0055 

0085 

0089 

0075 

0073 

0086 

*3/ 

44/ 

0030 

0009 

SOURCE: National Council on Compensation Insurance and selected state rating authorities. 



Table 25. WorUmen°s Compensation Industrial Classifications Used 

for Agriculture— 
1     i i i I, i ———— 

GENERAL CLASSIFICATIONS USED BY MOST STATES; 

Code No. Definition 

0005  Nurserjnnen - including incidental landscape gardening; 
drivers 

0006  Farms - all employees other than inservants, 
including drivers 

0008  Gardening - market or truck, including drivers 

0034  Poultry or egg producers - no farming operations, 
including hatcheries, drivers 

0035  Florists - cultivating or gardening, including 
drivers 

0042  Landscape gardening - including drivers 

0050  Farm machinery operation - including drivers 
(custom work only) 

0106  Tree pruning, spraying - including drivers 
(custom work only) 

STATE SPECIAL CLASSIFICATIONS: 

Similar to general  . . 
Code No. Description        classification code no.— 

ARIZONA 

0051  Farm machinery and/or equip- 0006 
ment operations 

CALIFORNIA 

0036  Dairy farms and sheep raising 0006 

0037  Farms - field crops and stock 0006 
farms 

0016  Orchards 0006 

0034   Poultry raising, egg production,       0034 
and hatcheries 

0017  Truck farms and vineyards 0008 

0104  Orchard work - pruning; 0006 
including D.C. and H. 

(continued) 
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Table 25. (continued) 

STATE SPECIAL CLASSIFICATIONS (continued); 

Similar to general 
b/ Code No. Description        classification code no.—' 

FLORIDA 

0050  Grove caretaking operations - 0106 
by contractors, including 
drivers 

0016  Orchards and vineyards - 0006 
including fruit picking; 
drivers 

0030   Sugar cane plantations - 0006 
including drivers 

HAWAII 

0014  Farms - N.O.C. - including 
drivers; plantations - pine- 
apple, sugar - payroll less 
than $25,000 

0078  Plantations - sugar or pine- 
apple - including cannery and 
mill employees, drivers 

LOUISIANA 

0030   Sugar cane plantations - includ- 
ing drivers 

MASSACHUSETTS 

0007  Fruit orchards - including 0006 
drivers 

MICHIGAN 

0129  Dairy or livestock farms - all        0006 
employees other than inservants, 
including drivers 

0011  Farms - market or truck - all 0008 
operations including drivers 

0128   Farms - N.O.C. - all employees        0006 
other than inservants, including 
drivers 

0006 

0006 
2021 
0008 

0006 

(continued) 
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Table 25. (continued) 

STATE SPECIAL CLASSIFICATIONS (continued) 

Code No. 

MICHIGAN (continued) 

0130. 

Description 

Orchards - all employees 
other than inservants, in- 
cluding drivers 

Similar to general 
b/ classification code no.— 

0006 

NEW JERSEY 

0079  Berry farms or vineyards - 
dairy or raising of livestock 
or grain, including drivers 

0082  Cattle or livestock dealers, 
including drivers 

0083  Cattle or livestock farms - 
no collection of waste for 
food, including drivers; 
artificial breeding of cattle - 
non-professional employees 

0084  Dairy farms - including drivers 

0085  Farms N.O.C. - including drivers; 
flower or bulb farms - no dairy- 
ing or raising of livestock or 
grain, including drivers 

0055  Hatcheries - poultry - including 
drivers; chick, squab, or fish 
hatcheries - including drivers 

0089  Orchards or fruit farms - includ- 
ing drivers 

0073  Piggeries - including the collec- 
tion of waste for food; including 
drivers 

0034  Poultry farms 

0075   Vegetable, berry, flower, or bulb 
farms or vineyards - including 
incidental dairying or general 
farming; including drivers 

0086  Dow 

0008 

0006 

0006 

0006 

0006 
0035 

0034 

0006 

0006 

0034 

0008 
0006 
0035 

0035 

(continued) 
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Table 25. (continued) 

STATE SPECIAL CLASSIFICATIONS (continued): 

Similar to general  , , 
Code No. Description        classification code no.— 

NEW YORK 

0007  Fruit farms - including 0006 
drivers 

0034  Poultry farms 0034 

0031  Vegetable, berry, or grape 0006 
farms - including drivers 0008 

OREGON 

0008  Gardening - market or truck, 0006 
including drivers 

0117  Berry picking 0006 
0008 

0116   Fruit picking on ground, 0006 
nut picking on ground, 0006 
vegetable picking by hand 0008 

0126  Holly growing, harvesting, 0006 
picking, and storing 

0124  Tree farming, Christmas tree 0006 
growing, harvesting, and storing 

0118  Greenhouses, and florist shops        0035 
in connection therewith 

2129  Peppermint distilling 0006 

TEXAS 

0009  Truck farms, orchards, and vine-      0008 
yards, including drivers 0006 

WASHINGTON- 

48-2  Field crops, vegetable raising,       0008 
truck gardening, berry raising        0006 
and vineyards, farms N.O.C. 

48-3  Christmas trees, tree farming,        0006 
orchards, hop farming 0106 

(continued) 
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Table 25. (continued) 

STATE SPECIAL CLASSIFICATIONS (continued) 

Code No. 

WASHINGTON (continued) 

Description 
Similar to general 

classification code no. b/ 

48-4  Chicken raising, turkey rais- 
ing, hatcheries, egg produc- 
tion, dog kennels, fur pro- 
ducing, worm farms, apiaries, 
aviaries 

48-5  Stock farms, dairy farms 

48-6  Ground hand-picking of vege- 
tables; ground hand-picking of 
nuts; ground hand-picking of 
berries; ground hand-picking 
of prunes 

48-8  Nurseries and greenhouses, bulbs 
and field flowers, mushroom 
raising 

0034 

0006 

0006 
0008 

0005 
0035 

WISCONSIN 

0080  Cranberry growers - all opera-        0006 
tions, including drivers 

0008  Fruit growers other than orchards,     0008 
all operations Including drivers; 
tobacco growers, including drivers 

0016  Orchards - all operations, includ-     0006 
ing drivers 

a/ 

b/ 

This table excludes Delaware, Nevada, North Dakota, Ohio, Pennsylvania, 
West Virginia, and Wyoming for lack of data. 

The author received assistance from Leary Jones, manager of the North- 
western Compensation Rating Bureau, in determining which state special 
classifications are similar to which general classifications. However, 
the author assumes responsibility for any errors in these choices. 

SOURCE: Classification Code; Workmen's Compensation and Employers Liability 
Insurance Manual, National Council on Compensation Insurance, New 
York, 1934, revised May 1, 1972, and selected state rating authori- 
ties [7]. 
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Oregon the highest of the 43 states included, and are 359 percent and 259 percent, 
respectively, of the median rate. The results for the "Florist" (0035) classifi- 
cation are similar.  The manual rate was $5.44, and the composite rate $3.96, 
ranking Oregon third, behind Washington and New Jersey, and representing 356 per- 
cent and 259 percent, respectively, of the median rate for the 43 included states. 
The composite rates still support the conclusion that Oregon's agricultural rates 
are high, relative to agricultural rates in other states. 

Table 25 presents the decisions as to placing state special classifications 
in the eight general classifications. Table 24 presents the specific agricul- 
tural rates for 43 states. A missing rate in this table indicates the classifi- 
cation is not available for the state in question. 
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Appendix B 

COMPARING OREGON OTTH ADDITIONAL STATES 

This Appendix deals with the question: Would including states with numeri- 
cal exemptions (Group C) and payroll limitations (Group D) significantly change 
the conclusions from Chapter III? The Chapter III conclusions examined are; 

1. PPD and PTD claims account for the major proportion of the differ- 
ence between the median losses and Oregon's losses per $100,000 
payroll - 73.6 percent and 18.5 percent, respectively. 

2. Average costs per claim contribute minimally to this difference. 

3. The differences in losses can be attributed almost completely 
to the number of PPD and PTD claims per $100 million payroll. 

The analysis presented here follows the analysis of Chapter III. Losses per 
$100,000 payroll will be examined first, then average costs, followed by fre- 
quency of claims per $100 million payroll.  See Chapter II (pp. 9-13) for a 
description of the coverage characteristics of the included states (Groups A, Bs 
C, and D). 

Before examining the data, several results will be hypothesized, based on 
the assumed effect of the different coverage options.  First, numerical exemp- 
tions (Group C) remove the smaller employers from coverage.  It is commonly 
assumed that smaller employers tend to have worse accident experience than 
larger employers. Thus, states with numerical exemptions should have better 
accident experience than states without such exemptions. If this were truej one 
would anticipate the inclusion of Group C to decrease the median number of claims 
per $100 million payrolls and therefore decrease the losses per $100,000 pay- 
roll. Since other factors, such as definitions of compensable claims, are not 
necessarily the same between Group C and other groups, this analysis is only a 
rough test of the assumption.  One would not expect the inclusion of Group C to 
have a very large effect, because the exclusion of smaller employers omits only 
a very small portion of the workmen's compensation experience. One would not 
expect the exclusion of smaller employers to affect the average cost per claim. 

Payroll limitations are expected to have a markedly greater effect than 
numerical exemptions. The payroll limitation limits the amount of an employee's 
weekly pay, which is considered in estimating workmen's compensation insurance 
premiums and workmen's compensation experience for rate making.  If a state's 
payroll limitation is low enough, relative to the state's average wage, signi- 
ficant portions of payroll are removed from the workmen's compensation data. 
This could be expected to cause an increase in the number of claims per $100 
million payroll and in the losses per $100,000 payroll. As with numerical exemp- 
tions, payroll limitations would not be expected to affect average costs per 
claim. 
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With the hypothesized effects in mind, the effect of including states from 
Groups C and D on the conclusions from Chapter III will be analyzed. 

Losses Per $100,000 Payroll 

Table 26 supports the first conclusion from Chapter III. Most of the differ- 
ence between the median losses and Oregon's losses per $100,000 payroll can be 
attributed to PPD and PTD claims. When Group C is added, PPD and PTD claims 
account for 92.3 percent of the loss difference. When Group D is added, these 
two types of claims account for 93.8 percent of the difference. 

When Group C is added, according to the assumptions about the effect of numeri- 
cal exemptions, the difference between the median losses and Oregon's losses 
should increase. This happens with Death claims. Oregon is $19 above the median 
when only Group A is used, and $27 above the median when Group C is added. For 
the other four types of claims, Oregon is closer to the median when Group C is 
added. 

According to the assumptions about the effect of payroll limitations, the 
difference between the median losses and Oregon's losses should decrease as 
Group D is added to A and C. This occurs for each type of claim.  In fact, for 
TTD claims, Oregon's losses per $100,000 payroll are less than the median losses. 

Average Costs Per Claim 

Average cost per claim is examined next. No theoretical basis has been 
established for believing that including states with numerical exemptions (Group 
C), payroll limitations (Group D), or states using different classifications 
systems (Group B) would markedly change the median average cost per claim. An 
examination of Table 27 reveals that median average costs change very little as 
other states are added. 

The data in Table 27 also reaffirm the conclusion that average costs con- 
tribute minimally to the difference between the median losses and Oregon's losses 
per $100,000 payroll. Oregon's average cost for PPD claims drops below the 
median cost slightly, subtracting from the difference. Oregon's average cost 
for PTD claims is above the median, and does contribute somewhat to the differ- 
ence. This contribution affects approximately 19 percent of the difference 
(Table 26), but is not great compared to the frequency of claims (Table 28). 
Thus, the second conclusion from Chapter III holds. Average costs contribute 
only minimally to the difference between median losses and Oregon's losses per 
$100,000 payroll. 

Frequency of Claims Per $100 Million Payroll 

The data in Table 28 indicate that the third conclusion from Chapter III 
also holds as states from Groups C and D are added. Oregon's number of PPD and 
PTD claims are primarily responsible for Oregon's losses in excess of the median 
losses. Examining Groups A, A and C, and A, C, and D, Oregon's number of PPD 
claims is 240 percent, 249 percent, and 210 percent of the medians, respectively. 
PPD and PTD claims account for more than 92 percent of the differences between 
the median losses and Oregon's losses. Also, Oregon's frequency of all claims 
remains at 4 percent above the median frequency as other states are added. 
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Table 26.  Losses Per $100,000 Payroll - Difference Between Median Losses 
for States from Groups A, C, and D, and Oregon's Losses: 1968-70- 

Type of 
claim 

Groups of states— 

A^7              A & C^7          A, C, & D^ 

(%) 

Death 19 3.7 27 5.6 26 6.0 

PTD^-7 94 18.5 89 18.5 86 19.7 

vfi! 

($) (%) ($) (%) ($) 

19 3.7 27 5.6 26 

94 18.5 89 18.5 86 

373 73.6 354 73.8 323 

18 3.6 8 1.7 (-4) 

3 .6 2 .4 1 

PPD*' 373 73.6 354 73.8 323 74.1 

TTlA7 

MO^7 3 .6 2 .4 1 .2 

Sum 507 100.0 480 100.0 436 100.0 

— Data are from 1968-70 policy years.     See Table 4 for the policy year for 
each state. 

— States  from Group B are not included because payroll data are not avail- 
able  for these  states. 

c/ 
— Colorado, Connecticut, Hawaii, Idaho, Illinois, Indiana, Iowa, Maryland, 

Minnesota, Montana, Nebraska, New Hampshire, Oregon, South Dakota, Utah. 

— Wisconsin, Kansas, Kentucky, Michigan, Vermont, Maine, New Mexico, Rhode 
Island, Arkansas, North Carolina, Tennessee, Virginia, Mississippi, 
Georgia, South Carolina. 

e/ 
— Alaska, Florida, Missouri, Oklahoma. 

— Permanent total disability. 

g/ 
■a Permanent partial disability. 

\\l 
— Temporary total disability. 

— Medical only. 

SOURCES: The data presented in this table were calculated from: 

"Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance. 

"State Supplementary Memos," 1972-73, published by the National 
Council on Compensation Insurance. 
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Table 27. Average Cost Per Claim - Oregon as a Percentage of the . 
Median for States from Groups A, B, C, and D: 1968-70^ 

,                        Groups of states 
Type of      r-j —i ' T# -j— 
claim Ar^ A & B^' A, B, & C- A, B, C, & D^ 
  (percent)   

Death  130 123 133 136 

PTD^..  123 122 122 123 

PPD^  100 99 97 97 

TTD^  66 64 64 64 

MO^  103 103 109 103 

77  
— Data are from 1968-70 policy years. See Table 4 for the policy year 

for each state. 

— Colorado, Connecticut, Hawaii, Idaho, Illinois, Indiana, Iowa, Maryland, 
Minnesota, Montana, Nebraska, New Hampshire, New York, Oregon, South 
Dakota, Utah. 

c/ — California, New Jersey, Pennsylvania. 

— Wisconsin, Arizona, Delaware, Kansas, Kentucky, Michigan, Vermont, 
Alabama, Maine, Massachusetts, New Mexico, Rhode Island, Arkansas, 
North Carolina, Tennessee, Virginia, Mississippi, Georgia, South 
Carolina. 

e/ — Alaska, Florida, Louisiana, Missouri, Oklahoma, Texas. 

— Permanent total disability. 

*■ Permanent partial disability. 

— Temporary total disability. 

— Medical only. 

SOURCE: The data presented in this table were calculated from: 

"Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance. 

-68- 



Table 28.  Frequency of Claims Per $100 Million Payroll in Oregon as a 
Percentage of the Median Frequencies for States from Groups 
A, C, & D: 196Q-7(A' 

Groups of states 
TyPe of Ab/ A *. PC/        A r    x. nl/ 
claim ^ A & C" A, C,   t,V- 

Death   129 123 112 

PTD^   567 567 425 

PP^   240 249 210 

CD2-' TTD**'   154 155 151 

MO^    96 94 93 

All claims..   104 104 104 

__ 

— Data are from 1968-70 policy years.  See Table 4 for the policy year 
for each state. 

— Colorado, Connecticut, Hawaii, Idaho, Illinois, Indiana, Iowa, Maryland, 
Minnesota, Montana, Nebraska, New Hampshire, Oregon, South Dakota, Utah. 

c/ 
— Wisconsin, Kansas, Kentucky, Michigan, Vermont, Maine, New Mexico, 

Rhode Island, Arkansas, North Carolina, Tennessee, Virginia, Mississippi, 
Georgia, South Carolina. 

— Alaska, Florida, Missouri, Oklahoma. 

e/ 
— Permanent total disability. 

— Permanent partial disability. 

•■*• Temporary total disability. 

— Medical only. 

SOURCES: The data presented in this table were calculated from: 

"Countrywide Workmen's Compensation Experience, Including Certain 
Competitive State Funds," March 1973, National Council on Compen- 
sation Insurance. 

"State Supplementary Memos," 1972-73, published by the National 
Council on Compensation Insurance. 
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The addition of states vrith numerical exemptions (Group C) has the antici- 
pated, but small, effect on the number of PPD and TTD claims (Table 28).  The 
median number of PPD and TTD claims dropped slightly.  The anticipated effect was 
not observed for Death, PTD, and MO claims. 

The addition of states with payroll limitations (Group D) had the anticipated 
effect for each type of claim, but not for all claims.  In each case (Death, PTD, 
PPD, TTD, and MO), Oregon's frequency of claims dropped, relative to the median 
number of claims per $100 million payroll. 

Conclusions 

The analysis of data presented in this Appendix reveals that the addition 
of states with numerical exemptions and payroll limitations does not alter any 
of the conclusions of Chapter III. 

1. PPD and PTD claims account for the major portion of the differ- 
ence between the median losses and Oregon's losses per $100,000 
payroll - more than 92 percent. 

2. Average costs per claim contribute minimally to this difference. 

3. This difference can be attributed almost entirely to the number 
of PPD and PTD claims per $100 million payroll. 

The inclusion of states with numerical exemptions (Group C) on coverage did 
not have the anticipated effect.  The inclusion did not lower the median losses 
or number of claims for most types of claims. 

The inclusion of states with payroll limitations (Group D) did increase 
median losses and number of claims, as anticipated. 
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GLOSSARY OF TERMS 

Development - refers to changes in reported premiums and incurred losses because 
of payroll audits and changes in the status of outstanding claims. 

Development Factors - are adjustments to take into consideration the extent to 
which reported premiums and incurred losses change because of payroll audits 
and changes in the status of outstanding claims. 

Experience Rating Plan - compares the individual employer's loss experience with 
the average for the classifications he uses, and adjusts his rates accord- 
ingly.  To qualify, an employer must generate $500 or more premium for two 
years. 

Incurred Losses - loss payments which a carrier becomes obligated to pay because 
of a claim occurring during the policy period, including the reserves set 
up for future payments. 

Indemnity Losses - include losses paid to or to be paid to claimants for time 
loss, disability, and death awards. 

Industrial Classifications - are used to divide types of operations into specific 
groups for rate-making purposes. The most common classification system 
used is that developed by the National Council on Compensation Insurance, 
which includes over 700 classifications. Each classification includes a 
code number and a description of the employment included in that classi- 
fication. 

Losses - are indemnity or medical payments paid to claimants. 

Mandatory Rating Plans - include (1) Experience Rating Plan and (2) Premium 
Discounts. 

Manual Rates - are those rates estimated by the National Council on Compensation 
Insurance (NCCI), approved by the Insurance Commissioner and published 
annually. 

Medical Losses - include losses paid to or to be paid for claimants' medical 
expenses. 

Policy Year - includes all policies written during a 12-month period.  1969-70 
policy year would include policies written during 1969-70 and expiring 
1970-71. 

Policy Year Experience - is data pertaining to all policies with inception dates 
within the policy year period designated. 

Reserves - are accounts established to provide for future payments obligated 
to claimants. 
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ABBREVIATIONS USED IN THIS REPORT 

Cost Designations 

AIC 

AMC 

ATC 

Organizations 

NCCI 

SAIF 

Average indemnity cost 

Average medical cost 

Average total cost 

National Council on Compensation Insurance 

State Accident Insurance Fund 

Types of Workmen's Compensation Claims 

PTD Permanent total disability 

PPD Permanent partial disability 

TTD Temporary total disability 

MO Medical only 
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INDEX OF FACTORS AFFECTING OREGON'S 
WORKMEN'S COMPENSATION RATES 

Factor Pages 

Administrative expenses 14 

Aggravation period   53 

Appeals process 8, 53 
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51-53 

Dividend policies 13-14 
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48-49, 65-70 
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47, 65-70 

National rating bureau   8, 14-15, 47 
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Wage rates 17, 30-33, 49 

Workmen's Compensation Board   .   7 
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ERRATA 

Oregon State University Agricultural Experiment Station Circular of Information 646, 
"An Analysis of the Rates and Provisions of Workmen's Compensation Insurance Carried 
by Oregon Farmers" 

This table substitutes for Table 22, page 4A, 

Table 22.  Average Total Costs per Type of Claim from Selected Industrial 
Classifications in Oregon, Compared to the Median for States 
from Group k'.^J       1965-69^' 

 Type of claim  

Average Cost Death      PTD^'     PPD-      TTD5-     M0- 

Median    $15,690    $41,105    $4,553     $627     $33 

Oregon's average cost     $25,377    $52,520    $5,097     $374     $34 

Of the 15 states, Oregon's ,       , 
average costs ranked         4th       3rd^      4th     14th     7th 

Oregon's average costs as 
a percentage of the median 
costs         162        128       112       60     103 

_ 

— States from Group A:  Colorado, Connecticut, Hawaii, Idaho, Illinois, Indiana, 
Iowa, Maryland, Minnesota, Nebraska, New Hampshire, New York, Oregon, South 
Dakota, Utah. 

— Data is from two policy years falling in the time period 1965-69.  See Table 18, 
page 36, for the policy years for each state. 

c/ — Permanent total disability. 

— Permanent partial disability. 

e/ — Temporary total disability. 

— Medical only. 

g/ ■&  Oregon ranked third of nine states.  Six states had no PTD claims. 

SOURCE:  Unpublished data furnished by the National Council on Compensation 
Insurance. 
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