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1                        PROCEEDINGS

2

3                 Welcome & General Updates

4

5      MS. KENNEDY:  So first, let's go around the t able for 

6 introductions, and then we'll go to the audience f or 

7 introductions. 

8      Karen, do you want to start? 

9      MS. GUDE (Labor):  Karen Gude with United Foo d and 

10 Commercial Workers.  

11      MR. MYERS (Labor):  Dave Myers, Washington S tate 

12 Building Trades.  

13      MR. KENDO (Labor):  Joe Kendo with the Washi ngton 

14 State Labor Council.  

15      MR. THREEDY:  Dave Threedy, Board of Industr ial 

16 Insurance Appeals.  

17      MR. SACKS:  Joel Sacks, L & I.  

18      MS. KENNEDY:  Vickie Kennedy, L & I.  

19      MS. DICUS (Business):  Nancy Dicus, Vigilant .  

20      MR. TEFFT (Business):  Kris Tefft with the S elf- 

21 Insurers Association here this morning on behalf of Sheri 

22 Sundstrom.  

23      MR. ROOZEN:  Mike Roozen, Farm Bureau.  

24      MS. KENNEDY:  Bob Battles is on his way but will be a 

25 bit late.  
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1      Do you want to start over there with Sharon.

2      (Audience members introduced themselves.)

3      MR. SACKS:  All right.  Well, thanks everyone  for 

4 joining us today.

5      Typically this is the meeting where we announ ce 

6 rates.  

7      Last year we tried to do things just a little  bit 

8 different and announce rates at the very beginning  of the 

9 meeting.  This year we decided to front-load it ev en more. 

10      Just because of scheduling conflicts, we wou nd up 

11 actually filing the rate increase prior to hearin g.  So 

12 all the information has been released.  

13      And what we'll be doing today is sort of wal king 

14 through some of the logic of where the proposed 1 .8 

15 percent rate increase comes from as well as sort of 

16 anchoring it within sort of talking about the fin ancials, 

17 both overall and then for the year.  

18      Before we jump into any of that, though, one  of the 

19 first things we like to do at all of our meetings  is sort 

20 of kick things off with a safety message.  And wh at we're 

21 going to show today is just an application on saf e lifting 

22 that is up on our Web site.  So let me do that fi rst and 

23 then talk to you a little bit about it afterwards .

24      So in essence what the app will do is help y ou 

25 visualize, depending on sort of how and where you 're 
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1 lifting.  It'll help you understand sort of the 

2 implications that that particular lift has on your  body. 

3      Okay, Rachel.

4      (Safety message presentation.)

5      MR. SACKS:  In essence, what this is an attem pt to do 

6 is to show depending on how you position your body  and 

7 where you lift from the equivalent of the amount o f weight 

8 that you're going to actually be lifting.  

9      This is kind of really apropos for me.  I wen t to the 

10 chiropractor this morning and got a ten-minute le cture on 

11 proper lifting and discovered ironically how diff erent it 

12 is than the way we sort of trained our bodies.  

13      So they actually watched me lift and told me  what to 

14 do.  I tried doing everything he said.  And each time I 

15 did it wrong.  

16      So this app feels like it's very appropriate  for me 

17 this morning.  

18      And Rachel, this is on ...

19      MS. AARTZ:  It's on the -- inside L & I if y ou do a 

20 search for "safety lift."  

21      MR. SACKS:  So it's up on the Web site?  

22      MS. AARTZ:  Yeah, it's on the Web site, yes.   

23      MR. SACKS:  And the intent here is to try to  develop 

24 some of these tools, make it easily accessible an d sort of 

25 focus on sort of real straight-forward common sen se, 
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1 easy-to-use tools both for workers and for employe rs to 

2 share with their workers.  

3      MS. KENNEDY:  Thanks, Joel.  

4      And before I turn the microphone over to Shar on to 

5 give us the financial update, I just wanted to qui ckly 

6 acknowledge for folks in addition to the rate fili ng on 

7 September 16th, we also filed the CR101 to change both the 

8 pension discount rate and the mortality tables whi ch we've 

9 discussed with this group earlier.  We will put to gether a 

10 rule that's relatively generic on the discount ra te and 

11 talks about our plan moving forward, engaging the  Workers' 

12 Comp Advisory Committee and what our ultimate goa l is as 

13 opposed to refiling it every year to make that ad justment.

14      So Sharon, here you go.

15

16    Industrial Insurance (State) Fund Financial Ov erview

17

18      MS. ELIAS:  Okay.  Good morning.  

19      My son told me that -- I practice my speech on my son 

20 this weekend, and he told me to tell a joke.  But  when I 

21 try to tell a joke, he said that my joke was drye r than my 

22 speech was.  So I'm hoping to keep you awake this  morning.  

23 I will do my best.  

24      Today in your packet, there is two informati on.  One 

25 is your quarterly financial information as well a s your 
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1 PowerPoint.  And I'm going to talk about the Power Point -- 

2 information on the PowerPoint.  

3      Our presentation today covers entire fiscal y ear 2014 

4 which means June -- July 1st of 2013 through June 30, 

5 2014, cumulative.  

6      Information in big red say "Preliminary."  Th at's 

7 because we -- in the state of Washington fiscal ye ar 

8 closes on June 30th.  Most state agency has until 

9 September to close their books.  But we really try  in 

10 L & I to close more than 90 percent of our books by end 

11 of July so that you have most current, most accur ate 

12 information when you get them in September.  

13      We will produce our final financial statemen t after 

14 the audit is completed in November -- October and  

15 November.  In December -- it will be posted on th e Web 

16 site in December.  

17      So I like to announce a good results.  Fisca l year 

18 '14 has been a great year.  We had contingency re serve 

19 increase of $329 million going from 620 on July 1 st to 

20 $949 million on June 30th.  

21      Several factors impacted that increase.  One  of them 

22 is that we did a great job -- I mean, market did a great 

23 job in stock market, and therefore, we had over $ 200 

24 million increase in unrealized investment gains a s well 

25 as we had -- our investment income was higher tha n last 
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1 year. 

2      We also had decrease in benefit incurred by 3 2 

3 million due to operation efficiencies.  And also w e had 

4 $89 million premium collected higher than we had i n the 

5 previous year.  Which all of these will be discuss ed in 

6 greater detail later.  

7      State Fund results consist of the three boxes  

8 indicated in the PowerPoints.  

9      First one is insurance operation which is the  first 

10 blue box which is premiums plus any insurance exp ense plus 

11 benefits incurred.  

12      Second box is investment income.  That inclu des 

13 investment income from interest and dividends plu s any 

14 capitalized gains from sale of stocks and bonds.  

15      The third green box is other revenues and ex penses. 

16      Great news is that even though we had loss f rom 

17 insurance operation, we have 135 net income becau se our 

18 investment income was higher than the losses from  

19 insurance operation.  

20      So let's talk about insurance operation.  So  when we 

21 talk about insurance operation, we look at how mu ch we 

22 took in as a premium earned, which is 1.6 -- $1,6 73 

23 million, compare to what was insurance expenses w hich 

24 means benefits incurred plus other expenses incur red which 

25 is $2,375 million.  Great news is that overall wh en you 
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1 compare the numbers to 2013, we had a decrease in 

2 insurance operation by 103.  

3      And two main factors that contributed to that  

4 decrease.  First one is that as you can see, our p remium 

5 earned is greater than June 30, 2013, by -- it's $ 89 

6 million.  

7      Another big factor is benefits incurred is sm aller 

8 than last year by 32 million, which both of them w ill be 

9 discussed in next couple of slides.  

10      So first one is premium earned.  This chart compares 

11 premium earned 2014 to 2013.  As I indicated prev iously, 

12 the great news is that premium earned increased b y $89 

13 million.  And when you look at the components tha t makes 

14 up the premium earned, the first one is net premi um 

15 collected.  That's actual cash coming in the door  is 

16 higher than previous year.  

17      Second one is premium receivable.  Actuaries  estimate 

18 how much we think the June premium will be that w ill be 

19 collected in September, and that also increased.  

20      And then last one is the Retrospective Ratin g 

21 liability refunds.  

22      The premium collected and the premium receiv able 

23 increase because of three things.  

24      First one is that we are -- there is a incre ase in 

25 number of hours reported by the employers.  
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1      Second thing is that more hours reported by b usiness 

2 in higher rate classes.  

3      And third thing is that we had a rate increas e in 

4 January 2014 which attributed to this increase.  

5      Retrospective Rating refund -- estimated refu nd 

6 liabilities also increased by $16 million -- I mea n, $12 

7 million compared to 2013, one, because they're per forming 

8 better than the State Fund, and also we had increa se of 6 

9 percent standard premium enrollment for Retro 

10 participants.

11      The benefits incurred.  So this chart shows fiscal 

12 year 2014 benefits incurred compared to 2013.  We  broke 

13 out the benefits incurred in a slightly different  way than 

14 we have previously here just hopefully to simplif y the 

15 explanation.  

16      So benefits incurred is made up of two compo nents.  

17 Benefits paid, the first line, plus the change in  benefit 

18 liabilities.  When you add 1,565 plus 566, it get s 

19 benefits incurred 2,131.  

20      Again, the great news is that benefits incur red 

21 compared to 2013, we had a decrease of 32.  And t he major 

22 contribution of that decrease is related to the $ 38 

23 million decrease in benefit liabilities.  

24      So we looked at the benefit liabilities and we broke 

25 it into two components.  One of them is how much that we 
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1 had in operational influence in the way that our b enefit 

2 liability is show up in our books.  And that one i s 

3 consider operational influence.  And the actuaries  

4 estimated that we had $91 million decrease in bene fit 

5 liabilities as result of operational influence.  T hat 

6 means Vickie's doing a great job in all of our Lea n 

7 projects she's working on.  

8      Second component is the non-operational influ ence, 

9 which means the things that we as a L & I made dec isions 

10 due to new information or new things that impacte d our 

11 benefit liabilities.  

12      First major amount of 346 is because we disc ount our 

13 liabilities.  So every year we going to show disc ount 

14 accretion, or that change in benefit liability du e to 

15 discount is 346 million.  

16      Second thing that we have made a decision is  pension 

17 discount rate.  This year we made a decision to r educe our 

18 discount rate for future TPD, and that added to t he 

19 increase in liability of 256.  

20      Also, on the third item, every quarter actua ries 

21 tries to refine their estimate based on most rece nt 

22 information.  And as result of refining actuarial  

23 forecast, they estimate we would have 58 million less 

24 liabilities.  

25      And second to the last, 130 million is that already 
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1 the reform savings are already part of our operati on, and 

2 in order to avoid duplicate counting, we recognize  part of 

3 that which increase liability by 130.  

4      Lastly, the change in liability payments is 

5 combination of three factors:  new liabilities com ing on 

6 the book plus any liability payments that we made during 

7 the year plus any pension transfers that we made f rom 

8 accident to pension account.  

9      (Bob Battles now joining the proceedings.)

10      I know that's a lot of information.  Anybody  has any 

11 question?  

12      MR. SACKS:  I want to -- in the next portion  of the 

13 agenda, we're going to take this slide and spend a little 

14 bit more time drilling down on what each of these  means.  

15 So just sort of a quick overview as it connects t o the 

16 overall financials.  But we're going to spend som e more 

17 time walking through this because there's a lot o f I think 

18 important information in terms of understanding s ome of 

19 the financials embedded in this. 

20      MS. ELIAS:  Second component of State Fund r esult is 

21 investment income.  We had 783 investment income which is 

22 $230 million more than the 2013 of 553.  There is  couple 

23 of increases.  

24      First one is dividends from the interest inc ome 

25 increased compared to 2013.  That increase result  of two 
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1 factors.  

2      One is that we had $9 million from the settle ment of 

3 recovery of Lehman bonds, which we talked about pr evious 

4 quarters.  We also sold TIPS.  And we purchased mo re bonds 

5 incomes, which means we generated more investment income 

6 as result of having more bonds in our books.  

7      Second component is realized gain from fixed income 

8 investment sold.  We sold a couple of different ti mes -- 

9 we -- 17 million of the bonds were sold is attribu ted to 

10 262.  The remaining 245, we sold TIPS, we changed  our 

11 asset allocation policy, and we no longer hold TI PS, and 

12 all of the TIPS were sold from all funds.  

13      MR. SACKS:  And just a reminder.  We've talk ed about 

14 this a little bit.  But the way we sort of at thi s point 

15 manage our financial portfolio, we are currently in two 

16 kinds of investments.  We're in stocks or equitie s and 

17 bonds.  What we wind up doing is we have a sort o f an 

18 upper limit on stocks.  And so every time the sto cks get 

19 above that upper limit, we sell the stocks, reinv est it in 

20 bonds to make sure the percentages stay about whe re we 

21 want them to.  In some ways what that does is it' s sort of 

22 a conservative strategy so you don't get too reli ant on 

23 one form of investment because what we know about  stocks 

24 is -- you know, they're going up right now, which  is 

25 great.  At some point, they're going to go down.  
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1      On the bonds, what Sharon was sharing is in w orking 

2 with many of you on the committee, we made a decis ion to 

3 change an investment constraint that we had had fo r a few 

4 years, which is we had a particular type of bond t hat were 

5 called TIPS, which is basically a specific bond th at 

6 hedges against inflation.  That had not turned out  to be 

7 the best of investments when you look at sort of w hat's 

8 been happening with inflation.  So what we basical ly did 

9 is removed that constraint and now basically treat  TIPS as 

10 any other type of bond and allow the State Invest ment 

11 Board to decide how much TIPS to have, how much c ommercial 

12 backed bonds to have, and sort of manage that ove rall bond 

13 portfolio for us.  And they do a tremendous job o f 

14 particularly on the fixed income side of managing  the 

15 portfolio.  

16      As we -- because we sold so many of the TIPS , which 

17 is not something we typically do -- you see that 262 

18 number.  Because typically when we buy a bond, we  hold it 

19 basically until maturity because what we want is the 

20 annual coupon, which is what that 480 represents on the 

21 slide.  

22      So in essence what we did here is a one-time  sale of 

23 one kind of bonds at a good time, and then reinve sted them 

24 in other types of bonds, which is why that 262 is  a higher 

25 number than you'll typically see in a given year.   
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1      MS. ELIAS:  And so the last realized gain on stocks 

2 as Joel talked about, we periodically do rebalance  our 

3 portfolio, which resulted in $41 million of capita l gains. 

4      So total investments.  Compared to 2013, our 

5 investment grew 871 million during the year.  Ende d up 

6 with a $13.4 billion.  

7      A couple of things attributed to this increas e.  One 

8 is that we are reinvesting our net income.  

9      Second one is that investment grew due to a s trong 

10 stock market.  We talked about how we had $200 mi llion of 

11 unrealized gain.  

12      And also premium we collected for future ben efit, we 

13 invested until when benefits are paid.  

14      So the last box, the green box, of the State  Fund 

15 results is just other revenues and expenses.  And  other 

16 revenues exceeded expenses by 54 million contribu ting to 

17 net income.  

18      So let's recap the results of operation.  

19      So we -- first green box or insurance operat ion, we 

20 had a loss of 702.  

21      Then second box or the pink box, we had inte rest 

22 income from dividends, interest and sale of stock s and 

23 bonds of 783.  

24      And then we had other income over expenses, 54, which 

25 contribute to the net income of $135 million.  
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1      So how does this impact the contingency reser ve? 

2      First one is that we started at the beginning  of the 

3 fiscal year with $620 million.  Then we had a net income 

4 of 135, unrealized capital gain of 200, and then o ther 

5 minor accounting changes of 6 million, which made a 

6 increase in contingency reserve by 329, which resu lted in 

7 our contingency reserve balance being end of June 30 of 

8 $949 million.  

9      Last -- next three charts are contingency res erve 

10 balance relative to the targets that we have set.   

11      This chart has two targets.  One of them is the blue 

12 bar which is WCAC target.  And red bar is the tar get that 

13 we set per agreement with the WCAC.  I guess blue  bar is 

14 per policy and red bar is by -- per WCAC.  

15      So we ended up 949 which is below the 8.7 bo ttom 

16 target of 1,157 million.  It's highest it's been in last 

17 several years.  

18      MS. KENNEDY:  Sharon, I just wanted to clari fy 

19 because I realize that several folks are on the c ommittee 

20 now who weren't necessarily participating when th ose red 

21 lines, the bottom, middle and top target ranges w ere 

22 established.  And that was in 2007 I believe when  we had 

23 conversations about where we wanted to see the co mbined 

24 contingency reserve.  And later when Sharon gets into 

25 this, you'll see it's by fund.  
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1      So we continue to look at how we're doing com pared to 

2 that.  The 14 percent was our more recent agreemen t over 

3 the next several years where we're trying to get t he 

4 combined contingency reserve.  

5      So the red ones are just really to give us a 

6 perspective based on those 2007 conversations. 

7      MS. ELIAS:  This chart shows accident and pen sion 

8 contingency reserve compared to the targets -- age ncy 

9 policy targets.  

10      Again, we ended up 283 million for accident and 

11 pension, which accident had $277 million and $6 m illion in 

12 pension plan.  We have not included the experting  that we 

13 normally do to wipe out or zero out pension reser ve 

14 contingency reserve balance.  So that's not refle cted here 

15 yet.  

16      Our 283 is below the 659 bottom target range  of 7.4 

17 percent.  But again, it is highest it's been in l ast five 

18 years or so.  

19      This chart shows medical aid contingency res erve 

20 compared to the targets.  And we had $666 million  of 

21 contingency reserve in medical aid account which is higher 

22 than the bottom of the target of the 499.  

23      These are key ratios that insurance companie s use to 

24 compare their performance with other companies.  So we 

25 have benefit pay ratio, claim administrative expe nse, and 
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1 then underwriting, combined ratio, and investment income, 

2 and operating ratio.  

3      Because we had a 702 million insurance operat ion 

4 loss, our combined ratio is 142 percent, which mea ns we 

5 took in every 100 dollars of premium, we're spendi ng 142 

6 in expenses.  

7      Our investment income is always higher -- is almost 

8 always higher than our counterparts of the industr y and is 

9 at 28.7 percent.  

10      Our operating ratio when you combine all of those is 

11 113.3.  

12      And you remember I talked about that we had a net 

13 income of 135, and you're wondering why do we hav e 

14 operating ratio of 113, greater than 100 percent?   That's 

15 because we don't include our realized gains in th e 

16 calculation of operating ratio.  

17      So if we had included the realized gains, ou r 

18 investment ratio would have been 46.8, and our op erating 

19 ratio would have been 95.2 if we had included the  realized 

20 gains that we talked about earlier.  

21      Also, you remember we talked about that we a lso made 

22 some decisions to reduce the pension discount for  teacher 

23 TPD discount rate and also the making accounting entry for 

24 double counting of the 2004 refer.  If we had not  done 

25 those two things, our operating ratio would have gone down 



Page 19

1 to 90.2 percent because it also reduces the benefi t loss 

2 ratio.  

3      So did I keep everybody awake I hope?  

4      MS. SACKS:  So Sharon, you can just go back f or a 

5 second.  

6      A couple of things I think are important abou t this 

7 slide.  What we're trying to do is -- and it's har d -- 

8 one, this is a hard slide to read.  It's taken me a long 

9 time myself to sort of get my head around what the se 

10 numbers mean.  

11      For those who come from the insurance indust ry, one 

12 of the commitments that we had is how do we prese nt our 

13 data in a way that's comparable to what the priva te sector 

14 does as they present the data.  And so that's wha t the 

15 numbers in the chart represent.  

16      However, when I look at that 142 number, the  question 

17 is wait a minute, what's -- that seems troubling to me.  

18 What does that mean?  

19      And when we began to dig down and say what's  -- how 

20 -- let's take into account a couple of things tha t are 

21 really bookkeeping things on the liability side t hat 

22 should have been done in the past but weren't.  

23      So, for example, we've talked as a committee  about 

24 trying to bring down the pension discount rate fr om 6.5 to 

25 4.5.  Well, this year we made a big contribution to doing 
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1 that, and I'll talk more about that in a minute.  

2      Because we took that this year does absolutel y 

3 nothing in terms of the actual liabilities that ar e owed, 

4 but it makes a more reliable accounting of the 

5 liabilities.  That increases that ratio.  

6      The second thing is -- and we'll talk a littl e bit 

7 about this in a minute -- we also had to do some a djusting 

8 just to make sure we weren't double counting savin gs for 

9 the 2011 reforms.  That also factored into the 142 .  

10      Again, it does absolutely nothing for the ac tual 

11 liabilities, but because of this bookkeeping piec e, the 

12 way the system is created, it's to make sure the companies 

13 for L & I doesn't sort of just slip a big liabili ty 

14 increase in one year and not have it show up in t he 

15 numbers.  

16      So what I asked is:  You know, if we were wh ere we 

17 should be -- this was just sort of a normal opera ting year 

18 where we weren't adjusting some of these one-time  things 

19 that really aren't a reflection of what's happeni ng on a 

20 claims floor, what would our numbers look like.  And 

21 that's what those last two numbers look like.  

22      What this shows is a loss ratio which is bas ically 

23 the very top number of 104, which is the amount o f 

24 premiums we collect compared to the amount of ben efits 

25 that we're going to have to pay, which actually f or us 
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1 that's perfectly okay that that's above 100.  Beca use 

2 we're counting on our investment income to be able  to make 

3 up the difference.  So we purposefully invest our money, 

4 expect to get a return, and we use that return to help pay 

5 for the benefits.  So that number really is not co ncerning 

6 for us because we're not in the business of making  a 

7 profit that's above 100.  

8      The operating ratio number then takes everyth ing into 

9 account including the interest that we earn.  And if we 

10 didn't have those one-time adjustments, which we' ll talk 

11 to in a minute, our operating ratio for this year  would 

12 have been 90, which is basically where for the mo ment we 

13 meant it to be.  And the reason for the moment we  want it 

14 below 100 is what that basically means is we're b ringing 

15 in more money than we're paying out in total, and  the only 

16 way we're going to grow the contingency reserve i s if we 

17 do that.  

18      Sharon's last point then is, Okay, but if yo u guys 

19 were above 100, how does your contingency reserve  grow? 

20      And that, again, is sort of an accounting fe ature and 

21 in some ways a challenge with this form.  This do es not 

22 take into account the growth in the stock market.   

23      So our investments and stocks went up.  From  an 

24 accounting perspective because we didn't cash out , we're 

25 still in the stocks.  We're not allowed to take c redit for 
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1 it on the sheet using traditional accounting metho ds.  

2      Now, there are some firms and some other stat e funds 

3 that actually play by a different set of rules, an d they 

4 actually include that in their investment ratio.  So when 

5 you compare our investments to some other states, you've 

6 just got to be really careful about what's in ther e 

7 because we can make that number --

8      Sharon, what was that number with ...

9      MS. ELIAS:  It would have been 46.8 for inves tment 

10 ratio and 95.2 percent for the operating ratio ju st by 

11 including the realized gains.  

12      MS. SACKS:  So if we wanted to play by a dif ferent 

13 set of rules, we could -- we certainly could.  An d that's 

14 why as we do -- it's really important and we're t rying 

15 really hard as we're looking at any of these comp arisons 

16 across states to dig in and know what's in and wh at's out 

17 because some of these decisions about you're incl uding and 

18 not including dramatically affect the numbers.  

19      MS. KENNEDY:  Any other questions for Sharon ?  

20      So before we move to the next section, I wan t to do 

21 two things.  First of all, I should have done thi s 

22 earlier.  My apologies.  

23      Can someone give Mike the mic?  And I'm goin g to put 

24 you on the spot just for a second.  As the newest  WCAC 

25 member, just tell us a little bit about yourself,  Mike. 
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1      So Mike is taking over for -- in the seat tha t was 

2 formerly held by Rick Anderson.

3      MR. ROOZEN (Business):  Once again, my name's  Mike 

4 Roozen from Mount Vernon, Washington.  I'm part of  a 

5 family business that grows flowers and bulbs.  You  might 

6 know us as the tulip festival.  

7      I'm taking Rick Anderson's, the Washington St ate Farm 

8 Bureau's spot.  I've been in the -- at the ground floor or 

9 in the trenches of working with L & I and the case  

10 management issues and the rate issues for 25 year s.  And 

11 it goes along -- these numbers go along with my d egree in 

12 finance and accounting, and so I feel perfectly a t home 

13 with what we're doing right now.  

14      And so I'll take any questions, you know, fo r anybody 

15 else. 

16      MS. KENNEDY:  Thanks, Mike.  And welcome to the 

17 committee.  

18      MR. ROOZEN (Business):  Thank you.  

19      MS. KENNEDY:  I think if we just take a minu te, 

20 they're going to see if they can fix the micropho nes.  So 

21 we'll just pause for a second here and let our te chnicians 

22 take over for a minute.  

23      (Pause in proceedings.)

24 ///

25 ///
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1                     State of the Fund

2

3      MR. SACKS:  So what we wanted to do next is i n case 

4 we haven't done enough numbers for early on a Mond ay 

5 morning, I wanted to drill down a little bit more 

6 specifically on the liability side.  

7      So one of our commitments to you is trying to  figure 

8 out a way of opening up our books, looking at both  the 

9 income stream and also the liability stream in a 

10 transparent, understandable and actuarially accur ate 

11 manner.  It turns out that those aren't necessari ly 

12 concepts that go well together.  

13      So Bill has been very indulgent in allowing me to use 

14 some language that's not entirely actuarially cor rect.  

15 But he may be my lifeline as we try to walk throu gh this. 

16      The intent is to try to sort of be clear on what's 

17 happening, what do the numbers mean for our opera tions, 

18 and to the extent that we can, how do these numbe rs help 

19 drive the decisions that we're trying to make fro m a 

20 departmental perspective and help provide all of you the 

21 information that you need to better understand wh at's 

22 actually happening with the workers' comp system.   

23      So in particular what this slide tries to do  is 

24 capture the major categories of changes in our li abilities 

25 from a year ago.  



Page 25

1      At first blush, when I look at this, the firs t thing 

2 that comes out at me is, Okay, you guys grew your 

3 contingency reserve by 300 million, which is reall y good,  

4 but your liabilities increased by close to -- by j ust 

5 under 600 million, which is that bottom line.  How  is that 

6 good news?  

7      And so my mission if I choose to accept it is  try to 

8 walk you through why that 566 number is actually a  pretty 

9 good number.  So please ask lots of questions beca use 

10 we're trying to, again, make this as clear and tr ansparent 

11 as we can.  

12      What we've done with that 566 which is basic ally a 

13 look at how our liabilities on the books are high er than 

14 they were a year ago and saying, well, what's dri ving 

15 that?  And what we've done is basically divided i t into 

16 two buckets.  

17      The first bucket is what we're calling non- 

18 operational liability changes.  And those are lia bility 

19 changes that quite frankly have nothing to do wit h what 

20 was happening in the way that claims are being 

21 administered.  It's more actuarial bookkeeping ch anges.  

22 And we'll walk through some of those big ones.  

23      Then sort of what's left is when you take an  account 

24 of all of those, what's actually happening as it relates 

25 to claims management.  And when you do that, wher e that 
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1 number lands you is a $91 million decrease in liab ilities.  

2 And as we talked about sort of a year ago when we 

3 announced the rate increase last year, we said tha t we 

4 wanted that number on sort of the operational side  to be 

5 somewhere between 35 and 70 million.  

6      So what I want to do is try to explain why --  and 

7 we're at 91 which is better than the target that w e set, 

8 but yet why would liabilities increase by 566?  So  that's 

9 the intent of this part of the conversation.  

10      Starting from the top then, the first line t hat you 

11 see there talks about regular reserve discount re duction.  

12 That will always show up on our books.  

13      And what that represents is when a liability  comes 

14 in, so when a new claim comes in the door, we bas ically 

15 assume that we don't need the full value of the p otential 

16 cost of that claim at the very beginning because we're 

17 taking our trillion dollars and investing them an d some of 

18 our payouts aren't going to be for a number of ye ars.  So 

19 rather than charge workers and employers the tota l cost 

20 for that claim, let's charge a little bit less, l et's take 

21 the money that we won't have to pay out for five,  six, 

22 seven years, invest it, use that investment incom e to make 

23 up the difference.  So that's what's called disco unting.

24      Because we do that, as the time comes where we 

25 actually have to start paying out the full amount  of the 
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1 cost of that claim, we have to sort of restore tha t 

2 liability.  So if we started out saying we only ne ed 98 

3 cents for every dollar of cost, eventually we got to bring 

4 that 98 up to 100.  And so every quarter what we d o is we 

5 sort of take some of the stuff that discounted up front 

6 and put it back on the books.  And that's really w hat that 

7 346 represents.  

8      MS. DICUS (Business):  Present value?  

9      MR. SACKS:  I think so, Nancy.  I want to be careful 

10 because it means different things to different pe ople.

11      The piece that's really important is to comp are that 

12 346 with -- on slide 11 you saw the 480.  Because  the 480 

13 was basically the investment income earned from d ividends 

14 and interest.  

15      As long as that number on slide 11, that top  line, is 

16 greater than the discount that we're restoring ea ch year, 

17 we're in good shape.  

18      I'll pause there and say one of the things t his 

19 committee said was, Boy, this is a -- if you are 

20 discounting too much, then you're running a risk when the 

21 stock market or the bond market doesn't do so wel l if 

22 you're not going to bring in enough money to cove r that 

23 346.  

24      And so one of the things that this committee  decided 

25 a few years ago is to take the pension discount r ate, 
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1 which is basically how much -- for those claims th at will 

2 eventually be pensions and rather than assume a 6. 5 

3 percent rate of return year in and year out which is 

4 somewhat aggressive, bring it down to a 4.5 rate o f 

5 return.  

6      And so what we said is that way we'll be a li ttle bit 

7 more conservative with our books, more likely to h it that 

8 number and not in the future run into a place wher e the 

9 income we're earning is less than what we had assu med as 

10 it relates to the discount rate.  

11      However, as this committee's talked about a number of 

12 times, in order to do that, what that means is ta king a 

13 big amount of liabilities and putting them back o n the 

14 books.  So going from 6.5 to 4.5 basically means we got to 

15 increase the liabilities.  

16      And so the agreement was let's build a ten-y ear plan 

17 to gradually do that so that we're not in a place  where we 

18 dramatically change the size of the contingency r eserve, 

19 sort of not with a real change in liabilities, bu t just a 

20 stroke of the pen.  

21      It's also really important to do that to gra dually 

22 phase this in because this also has a significant  impact 

23 on the amount self-insurers have to pay the Depar tment 

24 up-front.  

25      So the idea was let's build a ten-year plan to get 
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1 there and gradually take that discount rate down.

2      This in many ways was the second year of that  plan.  

3 And what we did this year as part of that second r ate of 

4 that plan is take a portion of that eventual hit o f going 

5 from 6.5 to 4.5.  And that's really -- when you se e the 

6 line that says pension discount change of 154 mill ion, in 

7 essence what we did was recognize that there's a b unch of 

8 our liabilities that start out as accident claims and then 

9 become pension claims.  When they become pension c laims, 

10 the discount rate changes because -- we're at a d iscount 

11 rate today of 6.5, and for time-loss claims, it's  --

12      Bill, is it 1.5?  

13      MR. VASEK:  Yes.  

14      MR. SACKS:  A discount rate of 1.5.  

15      So in essence every year when we would move things 

16 from the accident fund to the pension fund, we wo uld 

17 basically say, Well, we need less money because o f that 

18 change in discount rate.  

19      What we did with that 154 is we said, We kno w we're 

20 going to eventually move from 6.5 to 4.5, so let' s make 

21 that adjustment now for those future pensions.  I t was 

22 just on the State Fund side.  It has no impact on  the 

23 self-insurers.  But it was sort of the -- what it  did was 

24 increase our liability by 154, which is in some w ays the 

25 bad news.  
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1      The good news is we don't have -- when we sta rt 

2 moving that discount rate down, each percentage po int we 

3 move the discount rate down, it'll cost us a littl e bit 

4 less.  So in many ways, we sort of made that first  down 

5 payment.  

6      Let me pause there before going forward to so rt of -- 

7 I've said a lot.  

8      Nancy.  

9      MS. DICUS (Business):  What was the return on  

10 investments for this year?  

11      MR. SACKS:  Does someone know?  Sharon?  

12      MS. ELIAS:  We didn't calculate that.  But w e can 

13 provide that later.  

14      MS. DICUS (Business):  I think one thing wit h the 

15 proviso group is that even changing the discount rate from 

16 6.5 to 4.5, if investments started being a lot hi gher than 

17 they have in the past, then we wouldn't necessari ly have 

18 to bring it all the way down to 4.5.  

19      So I think keeping -- asking that question e ach year 

20 will be really important so we're not artificiall y 

21 dropping it too far.  

22      MR. SACKS:  And then I think the other quest ion may 

23 be:  Are there things other than adjusting the di scount 

24 rate to take into account better terms?  

25      Because what you -- my concern with the disc ount rate 
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1 is you've sort of built in a long-term commitment.   In 

2 other words, we're going to have some years where we're 

3 going to far, far surpass whatever the target is f or 

4 investments.  

5      But the 6.5 is current.  So when you have a b ad year, 

6 it's going to hurt.  There's some value in having that 

7 lower, and then when we do better, sort of factori ng that 

8 into rates and other things so we can take advanta ge of 

9 the up side without having some of the adverse boo kkeeping 

10 effects on it.  

11      Part of this -- quite frankly the challenge here is 

12 much of this is sort of a bookkeeping -- what do the 

13 financial sheets show at any given snapshot in ti me rather 

14 than what's actually happening in the operation.  

15      Any questions?  

16      MS. KENNEDY:  And Nancy, I did hear Sharon s ay we can 

17 calculate that and get it to you -- to the group.  

18      MR. SACKS:  So the second number I want to t alk about 

19 under the discount rate -- the 256 million discou nt rate 

20 reduction is model change for 13-year plus claims .

21      So what our actuaries do every year constant ly is 

22 they consistently look at all of the assumptions that we 

23 make about our liabilities and we try to refine t hose 

24 estimates.  

25      One of the things that they identified this year as a 
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1 practice that we should probably adjust is we have  sort of 

2 made an assumption that any claim that was older t han 13 

3 years we assumed for discounting purposes it was a  

4 pension.  Now, that could be a claim that quite fr ankly 

5 had been closed and then reopened and it was just getting 

6 time loss for a limited period of time, but becaus e the 

7 claim itself was older than 13 years from that ori ginal 

8 opening, we had treated it as a pension for discou nting, 

9 which in essence what that meant was treat it at a  6.5 

10 percent discount rate rather than the 1.5 discoun t rate. 

11      The recommendation the actuaries brought bac k is, 

12 Boy, that's probably not -- because these are non -pension 

13 claims, let's actually from a bookkeeping perspec tive put 

14 it in the right bucket.  So let's move it from th e pension 

15 bucket to the bucket where it actually belongs, w hich is 

16 time loss.  It does absolutely nothing in terms o f the 

17 amount of money we will pay out.  But because you  move it 

18 from the bucket with a discount rate of 6.5 to a bucket 

19 with a discount of 1.5, it is a one-time signific ant 

20 increase in liabilities.  And that's where the 10 2 million 

21 comes from.  

22      So again, just simply moving it from bucket A to 

23 bucket B even though we're going to pay out the s ame 

24 exact amount of money increased the liability by 100 

25 million.  
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1      I'll pause there for a second.  

2      Okay.  The next slide in terms of adjustment,  this 

3 one actually went in the right direction.  That wa s 

4 basically all of the other actuarial adjustments t hat Bill 

5 and the actuarial team made.  So there's a whole s eries of 

6 -- if you think about what the forecast council do es in a 

7 quarter, they're making a whole series of adjustme nts in 

8 their economic assumptions, not necessarily what's  

9 happening in the economy, but just changes in the way they 

10 model.  When you sort of combine all of those mod el 

11 changes, it reduced liabilities by 58 million.  A nd 

12 there's a whole series of small things that contr ibuted to 

13 that number.  

14      The next piece is $130 million increase in 

15 liabilities.  Again, it's a bookkeeping piece, bu t we -- I 

16 want to try to walk you through this.  We talked about it 

17 at prior WCAC's, but it's taking me about eight 

18 explanations before I can get my head around it.  

19      Back in 2011 when the reforms passed, there were a 

20 whole series of assumptions about how much will t hese 

21 reforms save us.  The challenge that the Departme nt had is 

22 all of our actuarial assumptions in many ways are  

23 forecasts.  The way you forecast is based upon wh at's 

24 happened in the past.  So when you have major ref orms to 

25 the system or major economic changes that don't s how up in 
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1 the past, they're not going to show up in any of t he 

2 forecasts.  But yet the decision was made that, Bo y, we 

3 really want to reflect the reforms on our books 

4 immediately after the bill passed.  And so what th e 

5 Department did was basically did all the work they  needed 

6 to do, came up with a number, and then took the as sumed 

7 savings from the 2011 reforms, basically subtracte d from 

8 the bottom line.  So it was basically an accountin g thing 

9 to take an account of what we believe will happen in the 

10 future but doesn't show up in any of the estimate s.  The 

11 idea there was eventually over time when things s tart 

12 showing up in the estimates, we would stop having  that 

13 negative number on the balance sheet because it's  showing 

14 up in the big numbers.  

15      This year for the first time, we started act ually 

16 taking that -- reducing that minus number at the end.  In 

17 other words, rather than doing it from the very b eginning 

18 and sort of taking that down a little bit each qu arter, 

19 the Department had not adjusted that number at al l until 

20 this year.  So what we did this year was say, Boy , you 

21 know, we can't keep this forever.  We need to sto p -- we 

22 need to get this out of here because the reforms are 

23 working, reforms are not working, they're showing  up in 

24 the numbers themselves.  We can't sort of come up  with all 

25 of our work and then in the end just subtract the  number 
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1 out.  

2      So we took about I think two-thirds of the on e-time 

3 projected savings and zeroed that out.  But what t hat did, 

4 again, is create a one-time increase in liabilitie s.  And 

5 our plan is to eliminate the rest of that next nea r.  So 

6 again, nothing of what's happening in the operatio nal side 

7 of the house, but it's sort of a shoring up of the  

8 bookkeeping.  

9      Pause there for questions.  

10      MS. DICUS (Business):  How much is left?  

11      MS. KENNEDY:  About 75 million I think.  

12      MR. SACKS:  It is 75 million.  And our plan is to 

13 take most of that all next year.  And we'll get t o that in 

14 just a minute.  

15      And then the last piece was a 17 million to the good 

16 where we sort of looked at the liability payments  from 

17 last year compared to this year.  

18      That all totaled would have increased our li ability 

19 by 657 million.  Then what's left are the changes  of 

20 what's actually happening as it relates to managi ng 

21 claims.  And there, that difference is about -- i s 91 

22 million.  

23      The challenge that we're going to face -- be cause I 

24 think the question that maybe you would ask is:  How can 

25 we drill down that 91 million?  And where we're g oing to 
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1 have a really hard time -- because we didn't neces sarily 

2 run it at controlled experiments.  We don't have a  

3 different workers' comp system without all the ref orms and 

4 without all the operational things that are happen ing.  We 

5 don't necessarily have the capacity to say, Okay, 20 

6 million is due to an early return to work effort, 10 

7 million is due to calling people first, 5 million is due 

8 to a change in voc.  Because there's at least two dozen 

9 different things all going on at the same time.  

10      So we're doing what we can to sort of have p roxy -- 

11 non-financial proxy measures to try to help us un derstand 

12 what's working and not working, but it's going to  be very 

13 difficult with a lot of certainty that point to a  specific 

14 thing that's happening and say, Well, that saved us 

15 specifically "X" amount of money because there's eight or 

16 nine other things going on at the same time.  

17      You got a question?  

18      MR. TEFFT (Business):  It's hard to wrap you r head 

19 around it.  I mean, how do you know that you have  $91 

20 million in savings?   

21      MR. SACKS:  In the aggregate?  

22      MR. TEFFT (Business):  Yeah.  I mean, just b ecause 

23 you're $91 million better off now -- it's sort of  a 

24 causation-and-correlation problem you're setting up if you 

25 can't tease out what's saving what.  
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1      MR. SACKS:  Let me try this:  The 91 number w e can 

2 say is there.  Because in some ways that's a delta  between 

3 the stuff that wasn't operational, the 657, and th e actual 

4 number when you ran all the models, which is 566.  So that 

5 we're confident in.  

6      The next question is:  Okay, can you say what  are the 

7 five things that cause the 91?  That's where it ge ts -- 

8 that's where I think it gets trickier.  

9      MR. TEFFT (Business):  You could be taking cr edit for 

10 some things that aren't part of the five operatio nal -- I 

11 mean, claim behavior may account for the 91 milli on, 

12 right?  

13      MS. KENNEDY:  So Kris, you're right.  But pa rt of 

14 what we're trying to do -- and this is where it g ets 

15 really difficult in trying to separate this out.  We're 

16 trying to influence, for example, the overall cul ture that 

17 employers, medical providers and injured workers have 

18 about return to work.  

19      So are we having an impact?  I hope so.  Is part of 

20 that perhaps due to Retro groups taking that same  message 

21 out to some of their members?  Probably.  But whe re it 

22 becomes difficult is trying to separate out that cause and 

23 effect.  But I think we're -- I'm confident we're  doing 

24 the right thing.  Some of it is a matter of are w e doing 

25 them at the right time in a claim.  
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1      The medical provider network is identifying n ew 

2 evidence-based guidelines that are influencing som e of 

3 this.  Have we identified every single one of thos e 

4 guidelines?  Not yet.  There's still work to be do ne on 

5 that.  

6      So I think that's where some of the difficult y comes 

7 in just to give you some examples.  

8      MR. TEFFT (Business):  Well, I understand wha t you're 

9 saying.  And please don't misunderstand.  I'm not 

10 criticizing you for saving $91 million in operati ons.  

11 That's great.  

12      I'm surprised to hear how difficult it is to  find out 

13 what is contributing to that savings.  With as mu ch brain 

14 power as, you know, sits on staff, there's got to  be a way 

15 to ...

16      MS. KENNEDY:  Can I add just a little bit?

17      For example, we've got -- we've reported her e on 

18 claims evolution, some of the efforts there.  And  the one 

19 thing that we struggle with -- I think this is a challenge 

20 we give Kirsta all the time -- is being able to h ave 

21 within the claims units certain control groups th at are 

22 uninfluenced by the initiatives just to give us t hat kind 

23 of a comparison.  

24      We're doing a lot of work around early vocat ional 

25 services.  We started that with a limited number of staff.  
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1 What we started to find out is that everybody was excited 

2 enough about what they were seeing.  It was starti ng to 

3 influence the other units who began taking some of  the 

4 next steps and started to do some of that work on their 

5 own.  We certainly didn't want to say, Don't provi de that 

6 service to your workers so that we have a clean co mparison 

7 group.  It's almost impossible to do that.  But ju st to 

8 give you an idea of one area that we've struggled in 

9 trying to figure out what kind of a specific dolla r and 

10 number of claims influence we're having. 

11      MR. SACKS:  And Kris, the issue you're raisi ng is 

12 absolutely fair.  It's a place we're going to str ive to be 

13 able to answer.  

14      And I think what will wind up happening is w e can 

15 sort of take one thing and say, Okay, we think th e one 

16 thing saves "X" or costs "Y."  But when you start  getting 

17 six or seven and try to add a bunch of things up to the 

18 91, I don't think we'll ever be able to add it up  because 

19 there's a bunch of things working together.  

20      So you've got the provider network and chang es we're 

21 making in the provider network, changes we're mak ing in 

22 voc.  I'm not sure we're going to be able to dise ntangle 

23 was it really the provider network, was it change s in voc, 

24 or is it the two combined that really are driving  things.

25      MR. BATTLES (Business):  But I think what Kr is is 
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1 asking -- I kind of agree -- is that I appreciate that you 

2 can't distinguish maybe between five.  Maybe what I'm 

3 hearing is, It isn't even a five.  It could be som ething 

4 completely not done -- am I correct in saying that ?  It 

5 could be something that sits outside of the realm.   

6      And so, again, appreciate the 91 million.  Bu t if 

7 it's outside of that, is there any way to say that  this 

8 isn't just reduction in claims or -- you know, I m ean, 

9 something that is completely not influenced by wha t L & I 

10 is doing.  

11      And I think -- so I appreciate that maybe yo u can't 

12 allocate or split that 1 million down to whether it's this 

13 program or this program, but the question is:  Is  there a 

14 way to say this really is by those five you're me ntioning 

15 or those seven, or as it completely a social chan ge that 

16 we're seeing out there because of the market or s omething 

17 like that?  

18      MR. SACKS:  Fair questions, Bob and Kris.  A nd I 

19 think we can do it with a degree of confidence.  

20      Whenever you're sort talking about a place w here 

21 you're necessarily not in a laboratory with a pur e 

22 scientific study, it's going to be hard to say wi th 100 

23 percent confidence.  But what we will do is we'll  be able 

24 to run some analysis to say, look -- 

25      And I'll give you an example.  What we did w ith the 
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1 provider network, we took a look at a quasi-contro l group.  

2 We looked at docs who were treating injured worker s who 

3 are no longer part of the provider network current ly, 

4 looked at their costs compared to docs that are in  the 

5 provider network and said, Boy, there's a big delt a here.  

6 That gives us a sense that that's probably with a degree 

7 of confidence that there's something about the pro vider 

8 network that's reducing costs because these higher -costs 

9 docs aren't treating and the costs have gone down.   

10      Now, can we say with 100 percent confidence that 

11 there's not something else going on or that folks  on their 

12 own would have just chosen not to go to those doc s any 

13 more?  I'm not sure I can get to 100 percent.  I think the 

14 best we can do is to be as transparent as we can,  saying, 

15 Here's the bottom-line number.  Here's the analys is that 

16 we did that we think contributes to that bottom-l ine 

17 number and recognize that I think similar to all the other 

18 financials where I was talking about before, I th ink it's 

19 fair for all of you to look at it and say, Okay, but what 

20 about this?  And I think that's -- as it relates to this 

21 business, I think that will always be an element of more 

22 conversation.  

23      MR. KENDO (Labor):  As these projects mature , are 

24 there metrics in place that will over time give u s a 

25 better sense as to what's working, what isn't, or  what's 
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1 working more?  

2      MR. SACKS:  And as we get to the -- after the  break, 

3 Vickie will sort of walk you through for a number of the 

4 particular initiatives, here are the kind of thing s we're 

5 measuring on that initiative.  So I mean, we're bu ilding 

6 in for each of the initiative measures.  

7      MR. KENDO (Labor):  So in four years or five years 

8 we'll have a better sense as to how those tease ou t? 

9      MS. KENNEDY:  I think we'll still struggle on  the 

10 financial side specifically because of the number  of 

11 initiatives involved.  

12      We are certainly measuring -- you know, when  you 

13 think about the performance dashboard, we've got our 

14 overall measure I'll get into and then some inter mediate 

15 ones.  Under each one of those is a list of strat egies 

16 that we're pursuing.  And we're giving you a few of the 

17 measures that we've been reporting on regularly. 

18      A lot of the measures when we get even deepe r down 

19 are about implementation and number of claims inv olved.  

20 Where we try to be careful is when you start to i solate 

21 and say, This particular initiative had exactly t his 

22 dollar figure knowing that there's all the other 

23 influences going on at the same time.  

24      MR. TEFFT (Business):  You exceeded your sav ings 

25 estimate, though.  So -- I mean, good job.  We're  not 
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1 being sore winners.  It's just -- what -- you know , how do 

2 we bottle what worked and produce more of it?  

3      MR. SACKS:  Correct, absolutely.  

4      And, again, I think it's fair to question whe n we're 

5 doing better than expected.  It's fair to raise th e 

6 question when we're doing worse than expected.  In  either 

7 situation I think we need to recognize that this i s not 

8 nearly as an exact science as any of us would want  it to 

9 be.  

10      MS. KENNEDY:  Just one other thing I want to  add 

11 since we're talking about the 91 million.  

12      Sharon commented in her presentation that sh e 

13 specifically talked about the good work that I'm doing, 

14 and I just have to say that it's not my good work ; it's 

15 the good work of the team.  We've got an outstand ing 

16 leadership team.  And I think every one of them f eels the 

17 same kind of passion that I do about getting bett er 

18 outcomes for workers to save money in the system.   Several 

19 of them are here in the audience.  I just wanted to make 

20 sure that they were the ones that were acknowledg ed for 

21 really what's happening and their great ideas.  

22      MR. SACKS:  Jump to the next slide.  

23      So this is sort of the summary.  And with th e context 

24 that we just did, here are the things that we sai d we 

25 wanted to focus on a year ago.  
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1      The first was begin to move the pension disco unt from 

2 6.5 down to either keeping it at 6.5 or all the wa y down 

3 to 6.3.

4      The second was to focus on these operational 

5 efficiencies.  

6      And the third was to increase the contingency  reserve 

7 from 5 percent to 7 percent and up to 900 million.   

8      Let's jump to the next slide.

9      On the first goal, what we have done is we to ok -- 

10 rather than sort of bringing down the discount ra te 

11 specifically, we took sort of that early hit of 1 54 

12 million that we talked about.  

13      The discount rate today is 6.5.  Vickie ment ioned 

14 that we put rulemaking out there.  What we will b e doing 

15 then is dropping the discount rate.  However, it will show 

16 up in the September numbers of 2015 because what -- 

17 basically what will happen is when we drop the di scount 

18 rate, when that will take into effect is every ye ar at the 

19 end of the fiscal year, what we do is something c alled 

20 experting on the pension side which is to make su re that 

21 each individual pension case is actually reserved  at the 

22 right amount.  When we do that, that will be the time when 

23 the pension discount rate is adjusted.  So while we will 

24 take the discount rate down -- and I think this g roup has 

25 made the decision to bring it down to 6.4, we won 't 
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1 actually see it in our numbers until we see the Se ptember 

2 2015 numbers, which is why you see that result one  be as a 

3 zero.  

4      On the operational efficiency side, the 91 mi llion, 

5 which we talked about, and then in terms of where we 

6 landed, the contingency reserve is at 7.2 percent,  a 

7 little bit above that 7 mark, and at 949, again, a s of 

8 June of 2014.  

9      So then moving to 2015.  What this slide repr esents 

10 is what do we want to get done, what are some of the 

11 adjustments we're going to be making in 2015.  

12      We see a couple of things that will be drivi ng down 

13 the contingency reserve from its $950 million mar ker.  The 

14 first is the move from 6.5 to 6.4, which again wi ll show 

15 up on the books September of '15.  It will be som ewhere 

16 between a $20- and $30 million reduction.  

17      One of the decisions then for this committee  is do we 

18 want to bring that in 2015 bring that rate down l ower or 

19 be at a place where we keep it at 6.4 and then ma ke the 

20 decision to bring it down but actually not implem ent it 

21 until 2016?  And the deadline for us is we have t o know 

22 what the discount rate is by June 30th of '15.  S o at the 

23 moment, the plan is to bring it from 6.5 to 6.4.  It's up 

24 to this group in some ways to decide if we want t o bring 

25 it down further, and that's a discussion over the  next 
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1 nine months.  

2      A couple things that could contribution to th at 

3 decision is one) at the last WCAC we talked about the fact 

4 that another change that we need to be making in o ur 

5 liabilities is an update for mortality, that basic ally 

6 when we look at sort of the way we calculated for folks on 

7 pensions, how long they were living, then we got n ew data, 

8 it turns out people were living longer and we need ed to be 

9 adjusting the tables.  

10      When we make those adjustments which is the other 

11 rulemaking Vickie mentioned, that -- again, not i ncrease 

12 what we actually pay out, but in terms of what sh ows up on 

13 the books, that's an increase of 85 to 90 million .  

14      So the subcommittee basically said, Boy, if you do 

15 that at the same time as you bring it down to 6.4 , that's 

16 probably enough for a year.  

17      And then lastly, what we want to do is get m ost if 

18 not all of the remaining double -- potential doub le 

19 counting from the 2011 reforms off of the books.  

20      Those things combined are things that we see  as 

21 driving down the contingency reserve.  

22      Two things that we see as driving up the con tingency 

23 reserve.  The first is the rate increase that was  

24 announced -- the proposed rate increase of 1.8 pe rcent.  

25 And again, we're -- so that's that first line.
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1      The second line then is we want to see anothe r year 

2 of what we're calling operational efficiencies, so rt of 

3 that broad bucket we were talking about.  And we'd  like to 

4 again see a number at the end of the fiscal year o f 

5 somewhere between 35 and 70.

6      And then lastly, the other thing that will ch ange the 

7 contingency reserve is going to be our investments .  And 

8 we don't know whether they're going to go up or do wn.

9      Questions?  All right.  

10      Then the next two slides basically put this within 

11 the context of the broad plan.  I think we've tal ked about 

12 most of this.  

13      The goal overall is -- right now we're at ab out 7.2 

14 percent for the contingency reserve.  By 2022 the  target 

15 is to be at least 14 percent.  And at the same ti me to 

16 have the discount rate be at 4.5.  

17      And then what we want to do is sort of set a nd adjust 

18 annual targets so each year we'll have a sense of  whether 

19 we're on track making progress or not.  

20      And the next slide is sort of the chart that  we have.  

21 It sort of helps us identify where we were two ye ars ago 

22 in terms of the goals we were trying to hit.  

23      We have not yet adjusted this document.  I t hink over 

24 time as we sort of -- we probably will want to ma ke 

25 marginal changes to these targets based upon wher e we 
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1 start 2015.  

2      Questions?  Carl.  

3      "CARL":  I know sometimes it's so easy to get  tunnel 

4 vision because your group is set on the state of 

5 Washington.  Have you considered looking at other states 

6 similarly?  Like Ohio has similar a workers' compe nsation 

7 program that's doing a great job like Washington t o see 

8 what do you think?  What's your point of view?  Or  look at 

9 other states to save costs or do things like you'v e been 

10 doing in terms of like the voc, early return to w ork.  

11 Maybe that should have been considered sooner if you look 

12 at other states.  Do you look at other states?  

13      MR. SACKS:  Absolutely.  

14      Carl, thanks.  

15      So this question was, you know, how and wher e do we 

16 benchmark against other states?  And we're absolu tely 

17 doing that.  

18      So we've established a relationship with Ohi o where 

19 we've been having some conference calls back and forth 

20 where we're talking about our best practices, try ing to 

21 steal their best practices from them.  

22      We are involved in a number of national asso ciations.  

23 A number of us will actually be going to a confer ence next 

24 week with a number of different workers' comp fir ms to get 

25 a sense of what some of their practices are, what  are some 
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1 of the things that they're engaging in.  We're als o 

2 looking to partner with some of the -- and underst and 

3 what's happening in some of the Canadian systems.  Because 

4 in many ways, some of the Canadian workers' comp s ystems 

5 are more similar to the system that we have in Was hington 

6 compared to a number of other states.  

7      MS. KENNEDY:  That's absolutely right, Joel.  And 

8 it's always a bit gratifying going to these becaus e they 

9 look to us as a leader, especially in medical.  

10      And we'll talk a little bit about our next g oal which 

11 is to be a -- when I get into mine -- which is to  be a 

12 leader in return to work.  

13      We'll also talk about our proposed legislati on, which 

14 was another one that we're stealing away from Ore gon just 

15 like we did the Stay At Work program.

16      So those conversations with other states are  great 

17 exchanges both for us and for them.  

18

19          2015 Workers' Compensation Premium Rates

20

21      MR. SACKS:  Okay.  Then transitioning from t his year 

22 to next year, I wanted to spend just a couple of minutes 

23 just walking you through the rates.  

24      And again, where I want to start is last yea r we laid 

25 out a philosophy.  How do we want to go about set ting 
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1 rates, and what criteria should we be using.  And this 

2 year use exactly the same criteria.  And we've sor t of 

3 alluded to every one of these in prior meetings an d in 

4 some parts today.  

5      So, again, at a high level, goal number one i n terms 

6 of a principle is in the short and long term I bel ieve -- 

7 and lots of feedback I've gotten from many of you and many 

8 other folks across the state is it's really import ant to 

9 have steady and predictable rates.  

10      One of the criticisms of the Department in t he past 

11 has been, Okay, times are good, you cut rates.  A nd then 

12 it turns out two years later something changes an d rates 

13 go up dramatically.  And it's sort of that see-sa w up and 

14 down makes it really, really hard to plan.  And i f you 

15 sort of take away some of that volatility, that w ould be 

16 in everybody's best interest.  

17      So that's sort of one of the anchoring proce sses when 

18 you see some of the decision-making for this year  and 

19 hopefully beyond.  

20      The second is, Okay, if you want steady and 

21 predictable, steady and predictable to what?  And  so what 

22 we put out there as a marker is we want to benchm ark our 

23 rates to what's happening with wage inflation.  

24      Basically what wage inflation represents is a 

25 increase -- in the aggregate, increase in the ear nings 
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1 that people in the state have.  

2      The reason that that's so important for our o peration 

3 I think is twofold.  One, it absolutely increases our 

4 costs.  Because as wages go up, the amount of time  loss -- 

5 benefits go up as well because time loss is based upon a 

6 percent of what people earn.  

7      In every other jurisdiction, the workers' com p 

8 companies have wage inflation built into the money  that 

9 they collect because the way they set their rates is they 

10 set their rates based upon a percentage of payrol l.  So 

11 for every $100 you pay your workers, you pay the workers' 

12 compensation company $2 bucks.  So if you wind up  paying 

13 from $100 to $105, you're now going to be paying an extra 

14 nickel to your workers' comp company.  So they 

15 automatically get more money as wages go up.  The y don't 

16 need to adjust rates.  

17      We set rates based upon a different criteria  here.  

18 We set rates in this state upon the hours that yo u work.

19      And the idea there is the risk associated wi th 

20 getting hurt is connected to how much you work.  The more 

21 hours you work, the more you're exposed to risk, the more 

22 likely you are to get hurt.  That's sort of the p remise on 

23 how we set rates.  

24      The challenge with that is as salaries go up , we 

25 don't have a built-in increase in rates.  So sala ries go 
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1 up, you're still working, you work 40 hours a week , you 

2 pay us the same amount of premium.  

3      So what we wanted to basically say is, Okay, let's 

4 benchmark to wage inflation.  If we keep it to wag e 

5 inflation or a little bit below, then in any other  state 

6 in the country, it's physically the equivalent of a zero 

7 rate increase.  So that's sort of that second prem ise.

8      The third premise is what we talked about whi ch is 

9 we --

10      MR. TEFFT (Business):  Joel?  

11      MR. SACKS:  Oh, excuse me.  

12      MR. TEFFT (Business)  Can I drill down on th at a 

13 little bit?  

14      MR. SACKS:  Of course.  

15      MR. TEFFT (Business):  I skipped ahead to th e 

16 supplemental slide on the break-even rate.  

17      You -- it's slide 68.  You have about 2 perc ent wage 

18 inflation.  And taking into account everything yo u just 

19 said about how it increases your time-loss cost, you have 

20 an 8.9 percent negative break-even for the accide nt fund.  

21 So your 1.8 overall is on the medical.  So how do es wage 

22 inflation have anything to do with the rate that you 

23 propose?  

24      MR. SACKS:  What I'm articulating, Kris, is a 

25 benchmark and as a rationale.  And so in essence it's, 
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1 Okay, you know, if we're going to be steady and 

2 predictable, steady and predictable to what?  

3      And our -- from my perspective, the costs are  

4 increasing.  Now, we come back and we say, Okay, b ut 

5 there's room in the break even -- in the accident fund. 

6      If it were not for the third principle, which  is 

7 growing the contingency reserve, I think you have a little 

8 bit -- I think you have a much stronger point.  

9      The reason I say that is remember we talked a bout 

10 lowering the discount rate.  All of the cost asso ciated 

11 with lowering the discount rate comes out of the accident 

12 fund.  And so if you jump back to the one slide t hat 

13 Sharon showed, slide 17, the challenge here in th e 

14 accident fund is while it's nice that we've seen that 

15 accident contingency reserve grow, the reason it did not 

16 grow nearly as dramatically as it could have, whe n you 

17 look at the break-even rate, because that break-e ven rate 

18 was similar last year, was because of all of thos e 

19 different changes when we talked about the discou nt rate.  

20 Over the next number of years we're going to see that same 

21 phenomenon, which is why we -- we're at a place w here I 

22 think the accident rate's going to have to be hig her than 

23 break even in order to absorb the changes in disc ount.  So 

24 in essence what we are doing is keeping the accid ent rate 

25 steady.  
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1      So for -- this is sort of the inside baseball  

2 conversation.  For the typical employer, their rat e next 

3 year will be on the accident fund side is identica l to one 

4 of those issues.  

5      MR. BATTLES (Business):  So Joel, I appreciat e what 

6 you're saying.  But then if you look at that -- th en again 

7 skipping -- we don't mean to take you out of your order. 

8      MR. SACKS:  That's fine.

9      MR. BATTLES (Business):  But if you look at t hat, and 

10 you see the overall break even is actually a minu s 2.1 

11 percent, even if you didn't -- on average.  And w e 

12 understand that some are going to go up and some are going 

13 to go down regardless.  But if we had averaged to  zero, we 

14 still would have been increasing the reserves by 2.1 

15 percent.  

16      MR. SACKS:  So Bob's point is, Okay, why are  we doing 

17 the increase at all?  

18      MR. BATTLES (Business):  Well, I mean -- and  I 

19 understand some industries are going to have high er 

20 regardless.  But --

21      MR. SACKS:  But in the aggregate.  

22      MR. BATTLES (Business):  Yeah.

23      MR. SACKS:  What this represents -- and it's  sort of 

24 the same thing that we -- it was sort of the same  

25 principle we took last year.  This is our best gu ess at 
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1 break even.  I mean, it -- because in essence what  we're 

2 trying to predict is what are the costs associated  with 

3 claims that will be filed in calendar year 2015.  And so 

4 there's -- I mean, I have a lot of confidence that  we do 

5 the best that we can.  When we look at a break-eve n number 

6 at this point, there's certainly a fair amount of giving 

7 it one way or the other.  So it could wind up next  quarter 

8 when we get even new numbers in, that 2.1 will cha nge.  I 

9 can't tell you sitting here today whether that 2.1  is 

10 going to be higher or lower.  And so one of the t hings I'm 

11 trying -- and I think this is a fairly significan t 

12 difference in the way we've done business -- whic h is why 

13 we have the four principles.  

14      For years the driver in how we set rates was  we look 

15 at this number, and hey, good news, it's minus 2. 1 this 

16 year.  So why not do minus 2.1 or even do zero?  The 

17 approach I'm taking is to say, You know what? I t hink we 

18 should do it a little bit differently.  I think w e should 

19 sort of see until we grow the contingency reserve  to a 

20 level that we're all comfortable, let's look at s ort of 

21 small incremental increases -- and this year it's  1.8, 

22 wage inflation is at 2.  What that's then going t o do is 

23 next year and the year after, the year after, tha t gives 

24 us a little bit of room if it turns out that brea k even's 

25 a positive number or above wage inflation.  We ca n still 
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1 come in at wage inflation and still continue to gr ow 

2 because we have a little bit of a cushion as we're  growing 

3 the reserve.  

4      MR. BATTLES (Business):  But if you look at - - I 

5 mean, again -- and I see what you're saying.  I me an, you 

6 want to grow the reserves.  But if we take the ass umption 

7 that it's really a 3.9 increase in the reserves an d not a 

8 1.8 for the class.  So we're -- and I'm not saying  that we 

9 necessarily go down minus 2.2.  But if the nationa l trend 

10 right now is to reduce rates -- and that's what's  

11 happening out there -- Oregon just reduced rates 

12 substantially.  If we're seeing that national tre nd -- and 

13 again, I'm not saying that we should go back to - - we 

14 don't want the influx.  I appreciate the consiste ncy and 

15 that neutral growth kind of thing.  

16      But I'm -- you know, I'm going to go back to  my folks 

17 and explain to them why is it a 1.8 percent incre ase on 

18 average when there's actually a break even, it's 

19 potentially a 2.1 percent negative.  And so I don 't see -- 

20 that's the issue I think I'm having with this.  

21      I appreciate the principles.  I do appreciat e the 

22 consistency.  But that's a concern that I don't s ee -- 

23 especially when we're looking nationally.  If you  take 

24 into account your number 2 problem here on the be nchmark 

25 saying it's wage inflation, if all those other st ates are 
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1 reducing rates, then something's going on here.  S o ...

2      MR. SACKS:  Again, Bob, what I would -- I app reciate 

3 -- there's no right answer.  And I appreciate what  you're 

4 saying.  And if I were looking at this from a one- year- 

5 snapshot perspective, I'm drawn to what you're say ing. 

6      What I'm looking at -- 

7      If we could jump, Rachel, to slide 32, what I 'm 

8 looking at is finding a way to avoid the spikes.  So what 

9 green represents on this slide -- this is a slight ly 

10 longer answer to get to your point, Bob.  

11      What green represents is wage inflation.  Wh at red 

12 represents are the adopted rates.  So what I see is in 

13 those years where we've gone zero where we've gon e below, 

14 it is almost without a doubt a situation where yo u see a 

15 spike here.  So by having sort of these smaller i ncreases 

16 -- and yeah, it does -- it is greater than the cu rrent 

17 projected break even.  But what that does is -- w hat I'm 

18 looking for is a smooth line that looks similar t o what 

19 that green line looks like.  And so sort of in re trospect, 

20 what I'm arguing is, boy, over time had we stayed  to the 

21 green line in the past, you would not see all of those 

22 years with those huge increases.  So what we're d oing is 

23 we are reducing the risk in the out years of a sp ike.  

24      Yes, Patrick.  

25      "PATRICK":  To your last point first, Joel, I can 
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1 appreciate the logic behind it.  Is there a chance  that 

2 perhaps at the next Workers' Comp Advisory Committ ee we 

3 might be able to see a comparison over this same t ime span 

4 of NCCI rates versus the average annual rate infla tion for 

5 the U.S. -- wage inflation for the U.S. to see if that 

6 kind of trend analysis is valid?  

7      MR. SACKS:  Bill, help me here.  I'm --

8      MR. VASEK:  It's not an hourly basis.  The NC CI -- 

9 (inaudible).  It's apples and oranges here.  

10      "PATRICK":  But if the base argument is that  the 

11 other states automatically get an increase based on higher 

12 wages being paid, then you would think that the b asic 

13 trends would be similar.  So if the argument is h ere we 

14 need to level this out because ours is based on h ours, 

15 you're doing it based on an average hourly wage, why would 

16 it not at least have some semblance of comparison  to take 

17 a look at what the average annual wage increase h as been 

18 by year over this period of time across the count ry and 

19 compare that to what the market basket of workers ' comp 

20 rate changes have been through NCCI to see if the re is any 

21 kind of comparison or similar kind of smoothing l ike what 

22 you're suggesting?  

23      MS. KENNEDY:  Patrick, I think part of the p roblem 

24 that Bill's trying to get to is if you look at th e NCCI 

25 states and the only influence is wages, then thei r rates 
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1 will -- their rate level will stay at zero because  they're 

2 charging based on so many dollars per hundred doll ars of 

3 payroll.  So where we would -- for example, if it' s only 

4 wages that we ever worry about, if ours are follow ing this 

5 green line, and theirs are at exactly zero, that's  where 

6 you have a comparison.  I think that's the difficu lty. 

7      MR. SACKS:  Let's say I want to try.  I mean,  I think 

8 it's a fair request, Patrick.  So let's try to fig ure out 

9 how to do it.  

10      Jump to the next slide for a second.  

11      Part of what we would probably need to do is  to say, 

12 Okay, let's convert us to payroll.  And so what t his slide 

13 represents is if you were looking at us on a payr oll 

14 basis, our projection -- and again, this is a pro jection 

15 because we don't know what the wages will actuall y be -- 

16 is that this 1.8 percent increase is actually at any other 

17 state a 1.2 decrease.  

18      I want to -- I'm not talking about 1.2 perce nt 

19 decrease because we'll sort of see how wages play  out.  

20 But where that one -- just to give you a sense of  where 

21 that comes from is wage inflation was 2 percent; we're 

22 announcing 1.8 percent.  So what that means is in  essence 

23 if we were on any other scale, we'd be sitting he re -- the 

24 conversation we'd be having is, Okay, you guys ar e only 

25 dropping rates by 1.2 percent; you should be drop ping them 
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1 by something more.  

2      MS. DICUS (Business):  I think that request m akes 

3 sense because you're also looking at the influence  of the 

4 medical cost and, you know, the other drivers that  drive 

5 those rates.  So it would just be an interesting 

6 comparison.  

7      MS. KENNEDY:  The other thing, Nancy, that oc curred 

8 to me after hearing Patrick's question too is we t rack as 

9 best we can through different publications what's 

10 happening in the other states.  You're right, sev eral of 

11 them have been going down.  There's some that hav e been 

12 going up.  And we can certainly look at the broad  base of 

13 several of them, especially the NCCI states which  is about 

14 37 of them.  

15      MR. TEFFT (Business):  You know, I -- since hearing 

16 you inaugurate this philosophy, you know, I've ma ybe 

17 thought you meant something else by the word "ben chmark."  

18 You benchmark against wage inflation.  It sounds like you 

19 mean tying it to wage inflation.  I think benchma rking is 

20 -- there can be some variance, and that's okay.  I mean, 

21 wage inflation was "X."  You were able to beat it  by 6 

22 percent.  

23      I mean, are you saying your philosophy is wa ge 

24 inflation is 3 percent, then a good rate setting is 3 

25 percent, sort of irrespective of what the insuran ce trends 
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1 or operational trends are in the system that would  perhaps 

2 suggest a different -- 

3      MR. SACKS:  No.  

4      MR. TEFFT (Business) -- outcome?  

5      MR. SACKS:  I'm -- I would describe it this w ay:  I'm 

6 starting with wage inflation.  So for the past two  years, 

7 we've come in lower.  

8      So last year what we saw was -- ESD announced  with 

9 wage inflation -- with rate setting was -- was it 3.2 or 

10 3.4?  

11      MS. KENNEDY:  3.4.  

12      MR. SACKS:  It was 3.4 percent.  We came in at 2.7.

13      This year the number that we saw in wage inf lation 

14 was 2, and we came in at 1.8.  

15      So in some ways, if everything is going as w ell as I 

16 hope it goes, I sort of see that as a ceiling.  I  can't 

17 say that with 100 percent certainty because of al l the 

18 other factors.  But in terms of trying to instill  a degree 

19 of predictability and certainty, what I'd like to  see is 

20 be able to say -- you know, when ESD announces th at number 

21 come July, you know that overall that's -- it's n ot going 

22 to be higher than that when L & I three, four, fi ve months 

23 later announces what the rate increase is going t o be. 

24      And as we get to the point where we're at a place 

25 where we're comfortable with the contingency rese rve, 
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1 which in and of itself once we get close to 14 per cent is 

2 a conversation that we need to have as a broader 

3 community, that also drives the decision making.  

4      If we did not have principle number 3, which is we 

5 are looking to increasing the contingency reserve,  we 

6 would be landing in a different number -- we would  be 

7 landing in a different number this year than the n umber we 

8 have.  Because in essence what I'm trying to do wi th the 

9 1.8 is both build the reserve and give us a spot w here for 

10 the next few years we're going to be able to come  in lower 

11 than that wage-inflation number.  

12      MR. TEFFT (Business):  So what I'm going to say is 

13 going to sound sharper than I mean it.  But what I hear 

14 you saying is this is kind of like a PR exercise than an 

15 actual insurance -- than an actuarial exercise.  Wage 

16 inflation is how you tell the story or explain yo ur rate 

17 increase in a given year.  It may or may not actu ally 

18 play a role in how you calculate your proposal in  a given 

19 year. 

20      MR. SACKS:  I think it's -- I would go a lit tle 

21 further and say it absolutely has influence.  And  it has 

22 an influence in part because of the ceiling.  And  it has 

23 an influence in part because I think it's a good guidepost 

24 for us.  

25      So when we look at a negative 2.1 break even  and ask 
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1 ourselves, Okay, what is the right delta between t he rate 

2 we're going to set, looking both to raise the cont ingency 

3 reserve and looking at the out years keeping this -- 

4 keeping rates predictable, for me that too was a d ecent 

5 marker to understand, Okay, we should be not -- cl early 

6 not over the 2; we can come in a little bit below the 2.  

7 But the 2 was a decent marker, a decent predictor.   

8      MR. TEFFT (Business):  You know I represent 

9 self-insurers, and this is ...

10      MS. KENNEDY:  I would -- I want to add one t hing too, 

11 Bob.  

12      The other thing I think it's been helpful fo r, Kris 

13 and Bob, is it's a number that's available by Jul y 1st.  

14 So it gives you a sense of what our benchmark is five, 

15 six months before we're even talking about it.  A nd I 

16 think that's helpful too.  

17      MR. BATTLES (Business):  And I just want to say -- I 

18 mean, I appreciate, again, the increase because o ne) I 

19 think the justification to increase is to increas e the 

20 reserves, to be comfortable.  But you could have done 

21 that, at least from what I'm looking at, and on a verage 

22 been a zero increase.  And you still would have b ased on 

23 your numbers increased the reserves by up to pote ntially 

24 2.1 percent because you wouldn't -- it would not have 

25 reduced it.  
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1      So I'm just saying that's where I -- I kind o f -- 

2 where Kris has said this is that it doesn't -- if this is 

3 just going to be an exercise that every year we wo n't go 

4 above it, but we're probably going to be hitting t he 

5 inflation, I'm not sure how that really becomes --  what 

6 does all the rest of this look at then?  Because i t just 

7 looks -- these numbers are just -- they're not rel ative if 

8 we're going to -- this affects both sides here bec ause 

9 this affects the rates.  

10      MR. KENDO (Labor):  Yeah, but I mean -- you know, 

11 there's an important goal here of creating that b uffer 

12 over the next ten years.  And, you know, fundamen tally 

13 you're still seeing the aggregate rate decrease r elative 

14 to wage inflation, right?  If wage inflation is 2  percent, 

15 the rates are only going up 1.8 percent.  I mean,  that's 

16 still a net drop when you're looking at it in agg regate 

17 while we're still building the reserves.  And, yo u know, 

18 we're tying a rate increase to the exact model th at wage 

19 inflation is.  It is assuming a lot of things abo ut the 

20 model, right?  And you're not really working in t hat 

21 buffer.  

22      So while, you know, our members will also be  paying 

23 more in terms of their, you know, shared proporti on of the 

24 rates, you know, I think the thing to understand is like 

25 this is when those really difficult decisions com e into 
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1 play when you're trying to obtain a goal, right?  

2      And so when I'm talking to my members -- not that 

3 they're going to be paying into workers' comp, whi ch, 

4 granted, is less proportion than what yours are, y ou know, 

5 that's the message we're going to bring, right?  T his is 

6 about stability and long-term planning.  And it's still 

7 not seeing an aggregate rate increase relative to 

8 inflation.  

9      MS. KENNEDY:  The other thing just so that fo lks have 

10 this information -- and Bill, correct me if I've got the 

11 number wrong.  When I think about our effort to b uild the 

12 contingency reserve, and you'll see that the prem ium rate 

13 increase, we're hoping to bring in about 70 to 90  million 

14 towards that.  Each percentage of a rate increase  is about 

15 $16- to $18 million.  So if we had only the diffe rence 

16 between the negative 2 and zero, then we're in ar ound the 

17 $35 million range, just to give you a sense of th e impact 

18 on the contingency reserve.  

19      MR. BATTLES (Business):  And I appreciate th at.  

20 Again, I'm not trying to stir up the pot.  Well, I guess I 

21 am, but I'm doing it in a nice way with a smile.  

22      And so I do appreciate you having this discu ssion.

23      MR. SACKS:  And again, it's not a question o f 

24 stirring up the pot.  For me, it's a question of let's be 

25 transparent.  
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1      This is an important public policy conversati on.  And 

2 I think that, you know, reasonable minds may diffe r, but I 

3 think the only way -- the purpose behind this comm ittee is 

4 to bring reasonable minds to the table and have a 

5 conversation.  

6      Patrick.  

7      "PATRICK":  Thanks, Joel.  

8      And I think that most of us would agree that getting 

9 to whatever the agreed-upon contingency reserve nu mbers 

10 are should actually play a bigger role in helping  to stave 

11 off future rate increases, which is why we're not  balking 

12 at this point too much over the proposal.  

13      But I'm curious what kind of decrease in the  MAF 

14 reserve are we likely to see as a result of the a dopted 

15 rate reflecting only about two-thirds of the indi cated 

16 rate for that fund.  

17      MR. SACKS:  Great question.  Let's jump to t he slide 

18 on the medical aid fund.  

19      What we saw this year, we came in -- we were  below 

20 break even for the last couple -- we've been belo w break 

21 even on the medical aid for a number of years.  B ecause of 

22 the stock market what we have seen is not necessa rily huge 

23 drops.  I mean, in some ways you can sort of trac e I think 

24 -- and Bill, you're going to have to help me here  -- the 

25 changes in the medical aid have been reflective b ecause 
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1 we're more heavily in the stock market in medical aid than 

2 we are in the accident fund.  What we have seen is  the 

3 impacts of a good stock market showing up more her e than 

4 on the accident side.  

5      So the question you're raising, Patrick, is:  Is 

6 there a risk that we see that 666 number drop a li ttle bit 

7 because -- over the course of the next 12 to 18 mo nths 

8 because we're below break even, I'd say yes.  I wo uld say 

9 it is less of a risk as a result of this proposal than 

10 where we are today because we're actually going t o be as 

11 of January 1st be closer to break even in the med ical aid 

12 than we are today.  

13      Bill, is that fair?  

14      MR. VASEK:  Yeah.  

15      "PATRICK":  I guess the reason I raise it is  is the 

16 medical aid fund's reserve has actually been help ing to 

17 prop up the overall contingency reserve.  So if w e start 

18 eroding this, then are we setting ourselves up fo r an even 

19 higher rate increase perhaps both in the MAF and the 

20 accident fund heading into 2016?  And if we're ta lking 

21 about the MAF being such a small portion of the o verall 

22 rates, then what would be the difference from 1.8  to one 

23 point what if you were to take the full indicated  rate for 

24 the MAF?  

25      MR. SACKS:  I'd have to give that to ...
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1      MR. VASEK:  Well, it's an extra 23 a month. 

2      MR. SACKS:  Patrick, let me get you that numb er.  

3      I would be very hesitant to do that because I  don't 

4 see that risk -- I don't see that risk when you lo ok back 

5 at the trend line for the last number of years of being 

6 great enough to require such a big change in the m edical 

7 aid.  I think -- again, looking at slide 68, the 

8 break-even rate is 9.2.  

9      And then, Bill, how much as a result of the r ate 

10 increase, that drops from 9.2 to what?  As a resu lt of the 

11 proposal; I'm sorry.  

12      MR. VASEK:  I believe it's 6 percent.  

13      MR. SACKS:  Okay.  So it drops us from 9.2 d own to 

14 about 3.2?  

15      MS. KENNEDY:  Right.  We are taking about tw o- 

16 thirds --

17      MR. VASEK:  No.  It's 6 percent -- (inaudibl e).

18      MS. KENNEDY:  Bill, are you saying that the proposal 

19 is 6 percent medical aid?  

20      MR. VASEK:  Yes.  

21      MS. KENNEDY:  So we're achieving about two-t hirds. 

22      MR. RATKO:  Yes.  

23      MR. SACKS:  So it would be about a one-third  greater 

24 than that, Patrick, to answer your question.  

25      And this feels -- again, this is probably th e closest 
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1 that we will have been to break even in medical ai d.

2      And let me just pause for a second.

3      The reason we've been so much higher in the m edical 

4 aid is historical.  So what happened historically is when 

5 the Department made decisions to do dividends, div idends 

6 were done on the accident fund.  

7      On the medical aid fund, the Department was n ot able 

8 to do a dividend.  And the reason for that is the medical 

9 aid fund is 50 percent worker, 50 percent employer .  It 

10 was imp -- there was no way to give a dividend ba ck to 

11 every worker in the state of Washington.  

12      So in the alternative, for a number of years , what 

13 the Department did is in essence because of the - - given 

14 the size of the contingency reserve and the medic al aid 

15 fund, the Department made the decision not to tak e the 

16 break-even rate and to charge -- have no increase  in the 

17 medical aid fund, with the idea being that that w ould draw 

18 down size in that given year the medical aid fund .  

19      It made sense in the one year, but challengi ng the 

20 out years is that just grew that break-even rate bigger 

21 and bigger and bigger until you were at a point w here it 

22 was a significant -- the break-even rate was sign ificantly 

23 higher than what was being charged.  I think -- i t was so 

24 big that I think that became interesting.  

25      I think the numbers on where we are now and the way 
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1 it's going to be going over the next year or two f eels 

2 like -- again, long term getting us back to a plac e where 

3 we should -- over the next few years we get to a p lace 

4 where we're actually close to break even on the me dical 

5 aid for the first time in a while.  

6      "PATRICK":  So did I understand you correctly  that 

7 essentially the medical aid fund if you were to ta ke the 

8 full indicated rate, it would get somewhere closer , 

9 instead of .206 to .212, ballpark?  I mean, we're talking 

10 about another four-tenths to half cent difference . 

11      MS. KENNEDY:  I don't know if I want to trus t my 

12 mental math here.  

13      "PATRICK":  Fair enough.  

14      MR. SACKS:  Yeah.  But in essence it would b e a 225.  

15 We would be -- we would be announcing a 225.

16      MS. DICUS (Business):  Isn't that where you took most 

17 of the rate increase last year?  

18      MR. SACKS:  Yes. 

19      And so the reason we're at 9.2 as opposed to  double 

20 digits sitting here today is because we -- that's  where we 

21 took the increase last year.  

22      MS. KENNEDY:  We're back on slide 34.  

23      MR. SACKS:  Well, let's just go back to 33, 33 just 

24 for a second.  

25      So again, I just want to highlight again.  A nd I 
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1 think this puts some good context around this.  Th e 1.8 

2 percent increase in our terms -- again, if we were  in any 

3 other state, the message would be a 1.2 percent de crease 

4 because when you look at it from a wage inflation 

5 perspective, it's less than the 2 percent wage inf lation.  

6 And so what that represents is sort of the fourth year 

7 looking at the current numbers where it is sort of  zero or 

8 below.  

9      The one thing I need to just caution is 2014 and 2015 

10 the actual impact on payroll is too early to calc ulate 

11 because you don't know what the actual payroll wa s for 

12 2014 or 2015, so we're sort of using ESD's data a s proxy 

13 data.  But that's what's happened in the past.  

14      So those numbers will shift a little bit as we move 

15 -- as we actually get the rest of 2014 in and the y bring 

16 2015 in.

17      MS. KENNEDY:  Joel, I want to get back to sl ide 30.  

18 You didn't get a chance to do that one.  

19      MR. SACKS:  Oh.  Sorry.  

20      So in the aggregate here's what the 1.8 perc ent 

21 represents.  It turns out -- it comes out to be a bout -- 

22 for the average employer, you know, if there was such a 

23 thing as the employer who was going up exactly 1. 8 

24 percent, and as most of you know, almost no one w ill go up 

25 1.8 percent.  Because each industry has a differe nt rate, 
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1 and then each individual has a different experienc e 

2 factor.  But on average, it's about a $24 a year i ncrease 

3 or about $2 a month.  

4      Okay.

5      MS. KENNEDY:  We should be on 35.  

6      MR. SACKS:  Let's jump to 34 for a second.  

7      So, again, what this represents -- again, it gives 

8 you a longer time period than what you saw before about 

9 the reserve.  

10      Best guess right now, 14 percent would put t he 

11 contingency reserve in the neighborhood of $2 bil lion.  So 

12 that's sort of the delta over the next eight year s that 

13 we're trying to get to.  And then once we're ther e, that 

14 insulates us from unforeseen circumstances.  And then we 

15 can have the conversation about do we as a commun ity 

16 believe is the right level reserves, again, looki ng at 

17 what makes sense for Washington, and then also we 'll spend 

18 some time sort of sharing what all the other insu rance 

19 companies across the country do.  

20      So in terms of time tables, this basically r epresents 

21 the time table for the hearing process, just agai n another 

22 reminder.  Everything we've talked about here as regards 

23 rates is a proposal.  We are at the rule-making s tage, so 

24 we're at a 102.  There will be a series of six pu blic 

25 hearings and conversations with many of you about  this.  
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1 And then at the end of November will be a final de cision 

2 on rates with the new rates taking effect 2015.  

3      MS. KENNEDY:  And I just want to put on my AP A hat 

4 for just a second because technically with the fil ing of 

5 the 102 we're in the public comment period.  So al l of 

6 this has been information to inform you.  But we a re not 

7 recording this as part of public comment.  Use tha t 

8 information to provide your testimony either in wr iting or 

9 at one of the six public hearings.  

10      Thank you. 

11      MR. SACKS:  And then what we'll do after the  break is 

12 sort of circle back to, Okay, that fourth princip le said 

13 let's grow the reserves, but let's make sure that  we're 

14 not just doing it through open conversations we j ust had 

15 about rate increases.  What is it that the Depart ment can 

16 and should be doing to be focusing on improving 

17 operations, reducing liabilities?  

18      This slide sort of represents at a high leve l our 

19 focus, and most of it post-rate will be sort of d rawing 

20 down into this.  And there's nothing here that ba sically 

21 is different than what we talked about at the las t four or 

22 five meetings.  It's creating that culture of ret urn to 

23 work in everything that we do in working with doc tors and 

24 working with employers and working with our manag ers on 

25 the claims floor and it's streamlining every proc ess that 
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1 we can in trying to front-load as much as we can a bout 

2 getting somebody power to think about what they ne ed to be 

3 doing to return to work.  

4      And then what we'll do after the break is tal k a 

5 little bit about here in more detail some of the 

6 initiatives here's what we're finding and then sor t of 

7 gearing up for the 2015 legislative session and wh at we're 

8 thinking about in terms of both legislative and bu dget 

9 packages that we think help contribute to continui ng to 

10 achieve the reductions in liabilities.  

11      MS. KENNEDY:  So we are about 15 minutes beh ind.  So 

12 we'll take our break till 11:10, but I'm going to  start us 

13 right at 11:10 in your seats or not.  How's that?  

14

15                               (Recess taken.)

16

17      MS. KENNEDY:  All right, we're ready to get started.

18

19        Agency Request Legislation & Budget Packag es

20

21      MS. KENNEDY:  So the first thing we're going  to go 

22 over is our agency request legislation.

23      So Joel mentioned just before the break -- a nd one 

24 thing I want to comment on before I get started o n this,  

25 folks may recall last year that we offered to the  WCAC a 
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1 deeper conversation into some of the data, some of  the 

2 actuarial trends.  And please let us know if you'r e 

3 interested in us doing that again.  That gives you  I think 

4 more of a perspective on the break-even rate indic ation.  

5 So just let us know.  Just send me a quick e-mail.   Or, 

6 you know, we'll figure out a date.  Just let me kn ow if 

7 that's something that would be of interest to you.  

8      So on the agency's potential request legislat ion and 

9 budget proposals, so I'll go through the -- those that 

10 relate specifically to the insurance services pro gram, the 

11 workers' comp system, and then let Joel talk abou t those 

12 that are being developed for the other programs.  

13      You won't get absolutely every piece of deta il, but 

14 those that are really we believe of primary inter est to 

15 the Workers' Comp Advisory Committee.  

16      And you also have I believe a description in  your 

17 binders of each of these packages.  

18      Just a reminder first that we are focusing o ur 

19 efforts on the agency's five goals.  You can see them 

20 here.  

21      Goal 2 is the one that -- certainly it's not  the only 

22 thing Insurance Services is involved in, but it's  a 

23 primary driver of a lot of the conversations that  we're 

24 having.  

25      Right now we're working on potential legisla tion with 
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1 the vocational subcommittee.  This is the group th at 

2 originally developed and has worked together to en sure 

3 implementation of the vocational improvement chang es that 

4 were part of 2007 legislation and went back to 200 8.  

5      So two things that we're working with this gr oup on.  

6 One of them is some significant enhancements to th e 

7 preferred worker program.  

8      For folks that don't know, we currently have a 

9 preferred worker program.  It is very underutilize d.  And 

10 what it does is allows for an employer that bring s back a 

11 worker with permanent restrictions to be free of the 

12 primary workers' comp premiums for that worker fo r three 

13 years.  And I say primary because the supplementa l pension 

14 fund is still -- still has to be paid for that wo rker's 

15 hours.  And they're not at risk for the cost of a ny 

16 subsequent claim in that three-year period on the ir 

17 experience record.  

18      What we find, though, is that really is not a very 

19 utilized program.  Part of it being the timing.  Because 

20 it typically comes in after claim closure.  Part of it 

21 being that we really have to rely on the worker t o tell 

22 someone that they are a preferred worker so the e mployer 

23 can take advantage of that benefit.  And if you'r e in a 

24 very low risk industry which is where a lot of th ese 

25 preferred workers fall because we're really looki ng at 
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1 work that meets their physical restriction.  So it  may be 

2 more sedentary which is going to be a lower premiu m rate.  

3 There isn't always a lot of financial advantage fo r that 

4 employer when you look at some of those other rate s.  

5      So we're looking at a program that is modeled  both 

6 after Oregon's system and it links really well to our 

7 stay-at-work provisions.  So we're looking at addi ng 

8 language in the vocational statute so that this be comes 

9 part of the voc process.  Folks that are familiar with our 

10 vocational system know that a private VRC will lo ok at a 

11 list of nine priorities that start with potential  jobs 

12 with the employer of injury and then look at othe r 

13 employers and ultimately looking at potential ret raining 

14 for a worker. 

15      So what we've done is look to incorporate th is 

16 language into those priorities so it becomes a to ol for a 

17 vocational counselor when it comes to really find ing work 

18 alternatives for an injured worker with either th eir 

19 employer of injury other than the job of injury i tself,  

20 that wouldn't qualify someone, or with another em ployer 

21 which often what we get is a voc outcome in those  cases is 

22 a determination if the worker is able to work bec ause 

23 they've got skills but they're not actually worki ng.  

24      So what we're hoping is that this is a tool so that a 

25 vocational counselor can actually have a return t o work 
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1 outcome as opposed to an able to work outcome, whi ch we 

2 think is beneficial not only to injured workers bu t to 

3 employers too because they'll not only have the in creased 

4 benefit but we may reduce the number of vocational  

5 disputes, for example, because it's pretty frighte ning for 

6 a worker to know their benefits are ending but the y have 

7 no job to go back to.  

8      So those are some of the potential outcomes w here 

9 we're looking at.  We're working with the actuarie s to 

10 analyze what that impact could actually be.  

11      The benefits, just to give you a quick outli ne, as I 

12 said, they're modeled very closely to the Stay At  Work 

13 program.  So we're looking at partial wage reimbu rsements 

14 for the first three months or 66 work days that a n 

15 employer brings an individual back.  Also reimbur sement 

16 for equipment, special tools and clothing.  

17      We're not replicating the training -- the ve ry 

18 minimal training reimbursement available to stay at work 

19 because the -- that really means the worker shoul dn't have 

20 been to a retraining plan if training's actually needed. 

21      If the relationship with the worker and the employer 

22 is maintained for at least a year, then we're loo king at 

23 what we're calling a durable employment bonus for  that 

24 employer for maintaining that work relationship w ith the 

25 injured worker.  And those would be payable both to the 
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1 employer of injury and to potentially another empl oyer. 

2      Self-insured participation is not included in  our 

3 discussions with Lori Deagal (phonetic) who's the 

4 self-insured representative on the voc subcommitte e.  She 

5 said that these are options that most -- some insu red 

6 employers already have good return-to-work program s.  

7 They're bringing back a worker wherever they can.  

8 Although a self-insured employer who hires a State  Fund 

9 injured worker under this plan could take advantag e 

10 because then it's State Fund costs, they're not a ctually 

11 bringing one of their own workers back.  

12      Fund it through the second injury fund which  for the 

13 State Fund really just means it's funded through the 

14 accident fund as opposed to stay at work which is  a 

15 separate shared funding.  

16      That's really the primary elements of that p articular 

17 proposal.  

18      Is there any questions about that one?  

19      MS. DICUS (Business):  Did you say it's paid  for 

20 through second injury fund?  

21      MS. KENNEDY:  It's called second injury fund , which 

22 is a separate assessment if you're a self-insured  

23 employer.  For the State Fund when we give second  injury 

24 fund relief, for example, that's really just a ch arge 

25 against the accident fund.  
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1      So there isn't a separate account.  

2      So more to come as we finalize language on th at 

3 particular piece.  

4      Joel.  

5      MR. SACKS:  And for me this is a I think a re ally 

6 potentially exciting change to the workers' comp s ystem.  

7 And it really aligns around that goal about everyt hing 

8 that we're trying to do about focusing on helping injured 

9 workers heal and return to work.  I think this doe s a 

10 couple of things.  

11      First, from the worker's perspective, what t his does 

12 is it provides an additional tool to sort of keep  somebody 

13 motivated to say, Hey, here's something in additi on for 

14 you to be thinking about and encouraging you as y ou're 

15 applying for a job.  This may be an extra reason why an 

16 employer might hire you.  

17      And then everything that we know about sort of that 

18 workforce development system about sort of what d rives 

19 employers to make decisions, the fact that they m ay be 

20 able to reduce that first-year cost of hiring an injured 

21 worker may be enough to make a difference between  hiring 

22 somebody and not hiring somebody.  

23      So if what we can do here is keep workers en gaged and 

24 motivated, believing they can get a job, and then  

25 encouraging employers to actually decide to make job 
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1 offers gets people back to work.  

2      And then I think the second piece that's I th ink 

3 really ingenious about this -- and again, Carl, we  steal 

4 this from the state of Oregon -- is taking this sa me 

5 program and allowing the employer of injury to 

6 participate.  Because one of the challenges we hav e right 

7 now with the program is it's not nearly as benefic ial to 

8 the employer as this proposed program.  And I can' t use 

9 this program with the employer who it might not hu rt.  

10      And if you think about it, the place I'm mos t likely 

11 and most comfortable to talk about my injury is w ith my 

12 current employer because they already know about it.  I'm 

13 going to be less likely to talk about it with a n ew 

14 employer because I'm afraid that may result in my  not 

15 getting hired.  

16      So what we're hoping is we get this -- that with 

17 continued work with all of you, we get a bill tha t has 

18 sort of universal support we're able to implement , and 

19 then we'll be able to go out and market and work with 

20 employers, both employers of injury and then find  as many 

21 other employers who are interested in participati ng in 

22 this program, and then sort of matching injured w orkers 

23 with interested employers.  

24      So when we find an employer who first says, I would 

25 love to hire an injured worker and take part in t his 
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1 program if there is someone who's an injured worke r who 

2 has these kind of skills and then try to match the m up 

3 with that.  

4      So that's sort of the longer term vision abou t how 

5 this could work.  

6      MS. DICUS (Business):  So will you still have  a 

7 preferred worker risk classification so you're pay ing at a 

8 lower rate as well?  

9      MS. KENNEDY:  Yes, those two provisions will stay 

10 intact, but we've moved it all under the voc stat ute so 

11 all the preferred work will be in one place.  But  the 

12 premium discount would still be something that's available 

13 as with the protection from another injury in tha t time 

14 period.  

15      A couple of other things.  Just to comment o n the 

16 durable employment bonus is not in Oregon statute .  They 

17 actually do some different things for workers at different 

18 disability levels.  So that's sort of our own cre ation I 

19 believe.  I don't recall if as we looked at other  programs 

20 if we found a state that actually had that or not .  

21      And I forgot what -- I'm just going to move on to --

22      MR. SACKS:  Tom.

23      MR. KWIEZIAK:  Just to go back to the prefer red 

24 worker thing, so I agree that it's underutilized big time.  

25 But if it's going to be available to the employer  of 
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1 injury, so, you know, employer of injury has an un safe 

2 workplace, the guy gets hurt, he hires him back, h e 

3 doesn't have to pay premiums for three years?  

4      I mean, right now if that happens, the employ er gets 

5 punished because his rates go up for having an uns afe 

6 workplace.  I don't know.  It just seems odd that,  you 

7 know, you maybe reward employers who have an unsaf e 

8 workplace.  

9      MS. KENNEDY:  So a couple of comments I would  have.

10      First of all, there's still an impact on an 

11 employer's experience for all the other benefits.   This 

12 would not hit their experience record.  It won't have -- I 

13 didn't say this in the first part, and I should h ave.  It 

14 will not be available in every single claim becau se a 

15 worker has to have a permanent disability that is  likely 

16 to be a substantial barrier to their employment.  So we're 

17 really looking for those difficult cases to get t hem back 

18 on the job.  

19      We've had some discussion about that very th ing, Tom.  

20 And I think a couple of things.  We're intentiona lly 

21 connecting it to voc services so that there is an  advocate 

22 for that worker that's working with the employer to make 

23 sure that this is an appropriate job for them.  T hat's one 

24 thing.  

25      And the other thing I think is difficult, we 're 
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1 really driving towards keeping workers motivated.  I think 

2 you'll see when Ryan does his discussion about how  we're 

3 trying to get vocational services early in a claim  before 

4 all these relationships are severed and before a w orker 

5 really has a long-term disability mindset.  

6      I think we have to be careful of driving towa rds 

7 keeping this worker out of long-term disability wh ich is 

8 really what our goal is, or failing to take action  because 

9 of some of the reasons you're talking about.  But it's 

10 really that worker then who is facing a life-long  term 

11 disability when we could have potentially avoided  it. 

12      I hope I'm articulating that well.  

13      MS. GUBBE:  I just want to say for AGC, I'm excited 

14 about it.  And it's been something that's been a long 

15 desire of ours because it's sorely underutilized workers 

16 don't tell their new employers that they're prefe rred 

17 workers and -- (inaudible) -- that they have a ne w injury; 

18 it's sad.  Because no one gets the benefit.  And the 

19 worker gets benefit too because they don't have t o -- 

20 (inaudible).  So we're actually very excited abou t it.  

21      And the claim actually -- (inaudible) -- sti ll 

22 impacted that it occurred -- (inaudible) -- that claim 

23 would still affect the rates for two years.  So t hey're 

24 still getting hit with whatever the high-cost cla im is.  

25 And it's going to be a high-cost claim because --  
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1 (inaudible).  

2      So we are very excited about it.  And we than k the 

3 Department for looking at it.  

4      MR. SACKS:  Patrick.  

5      "PATRICK":  Okay.  So I'm just trying to make  sure I 

6 understand this correctly.  If you're talking abou t 

7 somebody who's been referred to voc services after  a 

8 significant injury, now, we're talking about someb ody 

9 who's not able to go back to the same kind of work  they 

10 were doing.  Is that true in all cases or is it m ost 

11 cases, first?  

12      MS. KENNEDY:  If they can go back to their j ob of 

13 injury or they have a full release, there are no 

14 restrictions so they can do their job of injury, this 

15 would not be available.  

16      "PATRICK":  Okay.  So this would more akin t o where 

17 if I'm a manufacturer or one of my guys gets inju red on 

18 the floor, he can't go back to doing the assembly  kind of 

19 work, manufacturing work he was doing, but if I h ad an 

20 inside sales position, then he would potentially be hired 

21 for that one, I would get the PWP benefit on rate s for 

22 that new -- for that classification that he was n ewly in 

23 to, but I would still have the higher rate and im pact to 

24 my claims for that three-year look-back for the 

25 manufacturing side.  
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1      MS. KENNEDY:  Correct.  Well -- yes.  It's im pacting 

2 your overall experience, so yes, you're correct on  that, 

3 Patrick.  

4      The other thing you can do, though, is you'll  get up 

5 to a three month half wage reimbursement for bring ing that 

6 worker into the sales area addressing those early costs of 

7 bringing a new employee.  

8      MS. GUBBE:  And it would work on full-time mo dified 

9 jobs, right?  If you were modifying their job of i njury, 

10 it would still work because they can't do their c ustomary 

11 job.  

12      MS. KENNEDY:  Yes.  As long as it relates ba ck to 

13 their permanent disability that's that barrier to  

14 employment, yes, you're right.  

15      MS. GUBBE:  So conceptually for us, then we keep 

16 their pension benefits intact.  That's why this i s so 

17 beautiful for us is because -- I mean, we keep th eir 

18 pension too.  

19      MR. BATTLES (Business):  I've got a quick qu estion on 

20 these proposed legislation.  I know I've been wor king with 

21 Tammy.  But do we have the actual legislation?  B ecause 

22 what I'm hearing again is that -- I look at these  

23 principles.  They look good.  There's some potent ial.  But 

24 the devil's in the details.  And so until we see the 

25 bills, to comment it's very difficult to say any further 
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1 than interest concepts; we look forward to seeing the 

2 details.  

3      MS. KENNEDY:  So let me give you a quick upda te on 

4 that, Bob.  

5      So getting into the second part, because thes e are 

6 all around the voc statutes, we were combining it into one 

7 bill.  So the enhanced preferred worker program an d the 

8 recommendations to the voc subcommittee would be p ackaged 

9 as one piece of legislation. 

10      There are still some areas that are open que stions 

11 with that voc subcommittee, and that's why we don 't 

12 actually have language.  We're hoping that maybe by the 

13 end of this week they will have come to some agre ements on 

14 a couple of the recommendations, and then we can get a 

15 bill out to you.  

16      Just to give you -- that'll just -- I'll use  that as 

17 a segue into the second part.  

18      So the voc subcommittee is looking at that 2 007 

19 legislation.  And the primary elements, just as a  

20 reminder, expanded the training time for those in jured 

21 workers that are eligible up to two years, and at  the time 

22 $12,000 indexed to raises in the community colleg e costs.  

23 So that is now $17,500 per account.  

24      It also allowed an option for those injured workers 

25 who don't want to participate in a training plan to take a 



Page 88

1 voc award that's the equivalent of six months time  loss 

2 and then access to their training funds for self-d irected 

3 training and we move their claim to closure.  

4      There's some other elements in there.  Those are 

5 really the most significant changes that we have.  

6      So some of the things that the subcommittee i s 

7 looking at, just to give you an idea, I think that  they 

8 are pretty much in agreement that two years is the  right 

9 period of time.  

10      We've had some conversation about the tuitio n funds 

11 and whether we should have a cap.  When they agre ed to 

12 indexing to community colleges, no one saw the re cession 

13 coming, and some pretty significant increases in those 

14 costs.  So we're having a fun discussion about th at.  

15      While all of them think it's very important that the 

16 funds be adequate for someone to actually access community 

17 college certification and degree programs, and we  know 

18 that we've got some that are hitting the caps, so  we're 

19 doing a further analysis into what might be drivi ng them 

20 to that cap.  So that's why they're not yet in ag reement 

21 on that particular piece.  

22      We're also looking at the option to benefits  where a 

23 worker has to make that choice within a certain n umber of 

24 days after their training plan is actually approv ed.

25      We've heard interest in a while for workers that -- 
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1 in that first quarter of their training, about the  first 

2 three months or so, depending on what kind of plan  they're 

3 in, who at that point realized that training was n ot the 

4 best option for them, and today they really can't get out 

5 of the training system without putting up some sig nificant 

6 barriers, maybe getting into a non-co-op status or  

7 something else that just drives that plan to failu re.  So 

8 we're talking about whether we should allow a late r option 

9 out and let them go ahead and attempt retraining.  

10      Those are a couple of the I think most diffi cult 

11 areas that the group is working through right now .  But 

12 we're getting data in response to their request t hat 

13 should help drive those final recommendations fro m that 

14 particular group.  

15      So if there's no questions on that, I'm goin g to let 

16 Joel talk about some of the other divisions.  

17      MR. SACKS:  Okay.  The next three have a var ying 

18 degree of impact on workers' comp which is sort o f to be 

19 transparent and used as an opportunity to share t he things 

20 we're thinking about.  

21      The second bullet would be a one-line additi on to the 

22 existing safety and health statute.  

23      There are currently a series of elements wit hin the 

24 safety and health statute that specifically cull out 

25 criminal sanctions under a certain set of circums tances 
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1 for various things that could happen in the workpl ace. 

2      What we are considering proposing is adding s ort of a 

3 one-liner to the end of that that basically says n othing 

4 in this statute would proclude a prosecutor from u sing 

5 other criminal laws as it relates to looking what happens 

6 in the workplace.  

7      So in essence what we're trying -- what we're  looking 

8 at doing here is making it clear to local prosecut ors that 

9 if they believe a crime occurred in a workplace th at they 

10 have access to the criminal tools that are availa ble to 

11 them in any other circumstance, and they're not s imply -- 

12 they're not exclusively bound by Title 49 and the  criminal 

13 sanctions in Title 49.  

14      The real-world implications of this I think are very, 

15 very few and far between.  But it aligns with our  goal 4 

16 which is believing that very few employers that c hoose to 

17 knowingly neglect their workers deserve a differe nt set of 

18 treatment.  And so what we want to basically do i s have a 

19 statute -- clarify statute that says if a prosecu tor 

20 believes a crime occurred, they should be allowed  to 

21 prosecute.  It's not something that we would use because, 

22 you know, we don't have prosecutory authority.  T his is 

23 different than any of the civil sanctions, the DO SH 

24 issues.  There are times when we conclude an inve stigation 

25 today that we did refer to prosecutors.  When we do make 
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1 that referral, then basically what this change in statute 

2 would do is leave it clear to a prosecutor that th ey could 

3 look at the case file that we have, evaluate it ag ainst 

4 all existing criminal sanctions and decide if they  believe 

5 that they should be filing criminal charges, and i f they 

6 do, what charges will be filed.  

7      MS. DICUS (Business):  Is this typical in oth er 

8 states?  

9      MR. SACKS:  I think -- 

10      MR. BATTLES (Business):  OSHA does have a co uple, 

11 yeah. 

12      MR. SACKS:  I think California has it.  I do n't know 

13 that it's specific in the other state-plan states .  

14      I think there's an argument to be made today  about 

15 whether it exists in other state plans -- I mean,  in other 

16 states.  I think what this does is make it explic it where 

17 I think in the rest of the country one could argu e that 

18 it's implicitly there.  I think our desire here i s just to 

19 basically clarify for prosecutors what tools they  have at 

20 their disposal.  

21      MR. BATTLES (Business):  I don't know how mu ch detail 

22 you want to go into this at the WCAC, but I guess  my 

23 question on this:  Is it -- right now the only ti me you 

24 would do a criminal willful, which is what we're talking 

25 about here for the referrals, would be if there's  a 
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1 fatality.  Is that going to change?  Is that -- be cause 

2 right now -- are you talking about referring these  

3 sanctions, you know, to seek sanctions, is that go ing to 

4 have to come from the Department where the prosecu tor 

5 would have grabbed this independently?  Are we loo king at 

6 any changes in the statute on that basis?  

7      MR. SACKS:  No changes in the statute.  Just the 

8 line that basically says a prosecutor is not bound  by 

9 Title 49. 

10      So I'm not sure I'm directly answer -- I'm n ot sure 

11 I know the answer to directly answer your specifi c 

12 questions you're asking, Bob.  

13      Tammy, do you -- is this something to defer?   

14      "TAMMY":  We can talk off-line when it's not  the 

15 WCAC.  But we're not changing the Director's obli gation to 

16 refer a case to the prosecutor.  And we're also n ot 

17 changing our influence on the county prosecutor's  

18 discretion about whether or not to pursue change -- pursue 

19 criminal action.  

20      So there are -- there's one section of the e xisting 

21 WISHA statute that is related to fatalities.  The re are 

22 two other criminal sanctions today in the WISHA s tatute.  

23 One is for refusing to take a piece of equipment or 

24 something that's been red-tagged off the line and  putting 

25 that back into service.  And then there's another  one 
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1 where if you willfully knowingly remove certain sa fety 

2 equipment and direct your workers to then use that .  But 

3 that's an existing misdemeanor under the WISHA sta tute.  

4 None of those conditions change.  It just says to a county 

5 prosecutor if the actions that occurred in the wor kplace 

6 rise to the level of a current criminal penalty, u nder 

7 Title -- (inaudible).  

8      MR. BATTLES (Business):  And we can talk abou t it 

9 more off-line.  

10      But I guess the question I also -- we're sti ll 

11 looking at a referral process as opposed to the 

12 prosecutors coming in and just taking the statute  on 

13 their own.  

14      "TAMMY":  Yes.  

15      MR. SACKS:  Patrick.  

16      "PATRICK":  Is this coming from the prosecut ors?  I 

17 mean, have we seen examples recently where prosec utors 

18 have declined to actually file charges at the req uest of 

19 the agency citing concerns that they were barred from 

20 doing so, that there is an inferred power already  on the 

21 books for them to be able to prosecute where appr opriate? 

22      MR. SACKS:  I would say the first part of yo ur 

23 question, yes, Patrick; the second, no.  In other  words, I 

24 -- there are a series of places now where we are required 

25 to make referrals to prosecutors.  It is relative ly rare 
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1 that anything occurs once it goes to the prosecuto rs.  

2      I think in part what this would attempt to do  is help 

3 to clarify for prosecutors what they can do with o ur 

4 referrals.  I mean, part of the conversation I thi nk that 

5 we've had is prosecutors are sometimes more comfor table 

6 with the stuff that they use every day rather than  relying 

7 on different statutes.  So in essence what this wo uld say 

8 is, You have the tools -- here are the facts.  You  have 

9 all the tools available to you that you have in ev ery 

10 other circumstance.  You're not limited to just l ooking at 

11 Title 49 to decide what you could or could not ch arge 

12 somebody with.  So in essence it may be more a pe rceived 

13 barrier and giving a little more flexibility to o ur county 

14 prosecutors.  

15      "PATRICK":  So are we actually seeing where some of 

16 your referrals are going unprosecuted as a result  of their 

17 unwillingness to look outside of Title 49?  

18      MR. SACKS:  Again, I want to be real careful  in 

19 attributing -- I want to differentiate fact from the 

20 reason behind the fact.  

21      In other words, it is fair to say that the r eferrals 

22 over the number of years have not resulted in cou nty 

23 prosecutors picking up a case and prosecuting it.   I don't 

24 think it's appropriate for me to comment on what went into 

25 their reasoning.  



Page 95

1      "PATRICK":  That's fair.  

2      Is there a chance we might be able to get a f ive-year 

3 look-back at the number of referrals versus number  of 

4 prosecutions to see what that gap is?  

5      "TAMMY":  Sure.  

6      And you'll -- what you'll see is the number o f 

7 referrals is less than a handful from my understan ding.  

8 And the number of prosecutions is -- (inaudible).

9      MR. SACKS:  Any other questions on this?  

10      Third potential bill and the fourth are more  

11 budgetary related.  

12      So what the first basically does is -- would  provide 

13 the Department with a slightly different path, a potential 

14 easier path to deal with a couple of challenges t hat we 

15 face today.  And I'm going to use self-insurance as the 

16 example.  Both of these are sort of live things w here we 

17 are putting in for budget increases in the '15/17  budget 

18 that I'm not sure when you sort of step back and think 

19 about it are necessarily procedurally the best wa y to go.

20      So the first is in partnership with the self - 

21 insurers, they've identified and will probably co ntinue 

22 to identify places where they would like to see a n 

23 investment.  

24      And let's use an IT system as an example.  T he way 

25 the self-insurance community works -- and Kris, c orrect me 
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1 if I get this wrong -- we pay for it but they char ge an 

2 assessment back to the self-insurers who they reim burse.  

3 So it does not come out of 608/609.  

4      Self-insurers pay for whatever we spend on th e self- 

5 insurance community themselves.  However, we don't  

6 necessarily have the money or the authority to spe nd the 

7 self-insurer's money that we're going to collect w ithout 

8 legislative approval.  So in essence we have to go  to the 

9 legislature, go through the budget process to get approval 

10 to invest in a computer system that the self-insu rers have 

11 said this is something we want to pay or we want to pay 

12 for.  

13      What this bill will do in those circumstance s is 

14 allow the Department to basically in consultation  with the 

15 WCAC make the decision to go ahead and spend that  money 

16 and then collect it back from self-insurers.  

17      The second thing that this would do -- sort of that 

18 same spirit with stay at work.  So one of our bud get 

19 packages is we needed to increase the number of F TE's 

20 administering the Stay At Work program to be able  to get 

21 the paperwork processed so people will participat e.  

22      Right now we're going to the legislature.  W e have 

23 the data to say that, Hey, here's the workload.  We want 

24 an appropriation from the Stay At Work account wh ich is 

25 basically a line on the premiums that we collect.   
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1 Assuming the legislature would approve it, the mon ey comes 

2 in July.  What this would basically say is just as  it 

3 relates to the Stay At Work program and helping em ployers 

4 enroll in the Stay At Work program, if there's mon ey in 

5 the account we would have access to it and be able  to 

6 spend it on Stay At Work activities, whether it's 

7 processing the forms or working directly with empl oyers to 

8 help them set up and create a Stay At Work program .  

9      So basically in both of these cases what we w ould see 

10 is the business need driving the expenditure in r ealtime. 

11      In both of these cases, it would require a 

12 conversation with you as the WCAC before the Depa rtment 

13 could engage in those activities.  

14      MR. KENDO (Labor):  So what's the -- particu larly 

15 with the self-insurance facet of this, what's the  

16 mechanism for approving the funding?  Is it throu gh 

17 rule-making or just through -- 

18      MR. SACKS:  Tammy, you want to comment?

19      "TAMMY":  So the language that we're draftin g right 

20 now is -- (inaudible) -- bring it up before the W CAC, 

21 taking your comments and consultation.  There's a lso an 

22 allotment process that is required before we can spend it.  

23 So it's both the conversations here as well as, y ou know, 

24 the normal allotment process that we -- (inaudibl e).  

25      MR. KENDO (Labor):  So fundamentally it's an  
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1 administrative decision, right?  So get administra tion 

2 action to spend the money without -- I'm saying th is 

3 without -- without there being a need for, you kno w, a 

4 rule-making process or something like that.  

5      MR. SACKS:  I think as drafted, yes, if that were an 

6 issue that needed more attention.  We're certainly  open to 

7 it.  

8      MS. KENNEDY:  So Joel, do you want to just ta lk 

9 quickly about this one?  

10      We're about 30 minutes behind.

11      MR. SACKS:  And then the last one, we have a  series 

12 of other -- of programs that we administer.  We i nspect 

13 elevators in the state.  We inspect factory-assem bled 

14 structures.  And we regulate and make sure that 

15 contractors who do work are registered.  

16      What this would basically -- they're all fee -based 

17 programs.  What this proposal would basically do is take 

18 those fee-based programs and create a dedicated a ccount, 

19 similar to what we have in 608/609, or for those of you 

20 who are familiar, somewhat like we have in the el ectrical 

21 program.  So sort of take it out of the general f und with 

22 the idea being that the fees that employers pay i nto this 

23 program would then be used to actually administer  this 

24 program as opposed to it being put into the gener al fund 

25 and then trying to get an appropriation from the general 
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1 fund and competing with things like -- (inaudible) .

2      MR. BATTLES (Business):  Would this be an ind ividual 

3 fund or would we break each one up like the electr ical 

4 fund?

5      MR. SACKS:  The intent would be to merge them  

6 together in one fund but keep separate accounting for each 

7 of the three programs.  And there would be a porti on of 

8 this that would be distributed back to the general  fund.  

9 So it would not be 100 percent into this fund.  A portion 

10 of it, probably in the neighborhood of 10 percent , would 

11 go to the general fund to ensure that the general  fund 

12 doesn't wind up losing out of this.  So keep the general 

13 fund whole and we allow the program to run off it s --

14      MR. BATTLES (Business):  And this is 

15 factory-assembled structures, construction, contr actor 

16 registration and elevators?  

17      MR. SACKS:  Yes, yes. 

18      MR. KENDO (Labor):  Did you say what proport ion of 

19 those fees would then be going to the general fun d? 

20      "TAMMY":  The current thinking right now is that all 

21 the penalties that are collected from those three  programs 

22 would remain in the state general fund.  And that  is -- 

23 (inaudible) -- to address the concern that we wou ld -- 

24 (inaudible) -- by writing more penalties.  Instea d, that's 

25 the portion that would stay in the state general fund. 
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1      So what's difficult about it is over the past  five 

2 years of projecting forward, there's, you know, am ounts 

3 that come into the account into the state general fund and 

4 then the legislature acts to appropriate that mone y back.  

5 And so it's difficult to determine how -- what the  right 

6 amount is to keep the state general fund whole.  I t's just 

7 because that's a moving target.  So what this woul d allow 

8 us to do is to be able to keep the permit fees, th e fees 

9 associated with actually having to administer thos e 

10 programs, it has language in there that says the fees will 

11 be set at a level that is necessary as close as p ossible 

12 to maintain those programs and all of the penalti es within 

13 the state general fund.  So that is an amount tha t is 

14 going to vary over time.  

15      I know that that may not answer your questio n, but 

16 that's as close -- 

17      MR. KENDO (Labor):  Yeah, no, that's good.  

18      "TAMMY":  -- as we can really come to explai ning -- 

19 (inaudible).

20      MR. SACKS:  And ballpark, you know, plus or minus, 

21 it's in the neighborhood of 10 percent.  

22      "TAMMY":  It's been as low as 7 percent over  the last 

23 three to five years -- (inaudible).  Projections could be 

24 as high as 12 percent.  It really is dependent on  permit 

25 dollars and then what the legislature determines is 
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1 necessary to -- (inaudible).  

2      MS. DICUS (Business):  So this only affects g eneral 

3 fund programs, not those covered by diverted work comp 

4 programs?  

5      MR. SACKS:  This proposal as written just cov ers 

6 those three programs:  the contractor compliance p rogram, 

7 the elevator, and the factory-assembled structures  

8 program.  

9      MS. KENNEDY:  So I'm going to propose a sligh t change 

10 in the agenda.  

11      Joel and I can spend just a minute and talk about the 

12 budget proposals.  You do have something in your binders 

13 already describing each one of these.  I will off er to do 

14 the performance dashboard after the meeting for a nyone who 

15 wants to stay, and we'll have -- after we answer any 

16 questions quickly on the budget, we'll have Ryan do his 

17 presentation on some of the early return-to-work stuff if 

18 that works.  

19      So specifically on the budget proposals, the  top two 

20 for Insurance Services are maintenance level pack ages. 

21      The first one represents the Logger Safety 

22 Initiative.  And these are FTE's that are already  

23 committed to this program but we borrowed them fr om other 

24 areas of the Department primarily staffing up DOS H to do 

25 the work involved on the consultation side for th is 
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1 initiative.  

2      The other elements are the Stay At Work progr am that 

3 Joel already mentioned, the Medical Provider Netwo rk, and 

4 COHE expansion where participation overall is much  greater 

5 than we originally were geared up for.  So that's why 

6 we're looking for additional FTE's for that.  

7      MR. SACKS:  And I'm just -- in budget speak, what 

8 this first maintenance basically represents is the  funding 

9 you need to do the work of today.  It's nothing ne w, 

10 nothing different.  It's just here's the addition al cost 

11 associated with either doing what you do today or  covering 

12 State At Work as the example, but workload as it exists 

13 today.  

14      MS. DICUS (Business):  Sorry.  Before you mo ve on, I 

15 -- there's a comment on the strategic priorities that the 

16 administrative cost is included in work comp prem iums for 

17 the forest products industry beginning in 2014.  Can you 

18 expand on that?  

19      MS. KENNEDY:  So the original Logger Safety 

20 Initiative legislation, that was a bill proposed that 

21 required us to really put in place what we were d oing and 

22 then to come back for -- with the recommendation for 

23 permanent funding of that effort.  And the initia l budget 

24 proviso said get half of -- it's a little more co mplicated 

25 than this -- gave us about eight hundred and some  thousand 
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1 from the SHIP grants in order to start the Logger Safety 

2 Initiative.  Primarily a program person, a couple of 

3 auditors, and the third-party auditor.  The fundin g was 

4 not sufficient to cover that, even those basic thi ngs that 

5 mandated us to do.  And then there are additional staff 

6 that we've had to add since then.  

7      It also said get 420,000 of that back from th e forest 

8 products industry through rates.  So we did not ta ke that 

9 step in 2014, but 2015 and 2016 there is an additi onal 

10 rate consideration.  We've added it to the supple mental 

11 pension fund to avoid any impact on experience ra ting and 

12 to ensure self-insured participation.  That's par t of the 

13 rate proposal for 2015.  And it comes to about $8  per FTE 

14 in the forest products industry.  

15      MS. DICUS (Business):  Will that be communic ated to 

16 forest products industry --

17      MS. KENNEDY:  Yes.  

18      MS DICUS (Business):  -- folks?  

19      MS. KENNEDY:  Yes.  That was part of the -- yeah, we 

20 certainly can.  It was part of the recent rate fi ling.  

21 But we've not pulled together all the communicati on that 

22 needs to occur on that.  

23      Moving on into the policy level requests whi ch really 

24 are looking at new approaches in different progra m areas, 

25 different issues that we have.  
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1      The first one would add vocational specialist s to the 

2 claims floor to really assist our claims managers on 

3 complex vocational issues, supporting our efforts to get 

4 vocational services to injured workers much sooner  in the 

5 claims, helping to eliminate barriers with the med ical 

6 providers, employers, workers, depending on the ca se and 

7 what the needs are.  

8      I'm going to skip down to the self-insurance risk 

9 analysis system, which is the technology to suppor t the 

10 audit reform that we've been working closely with  the 

11 self-insured community and labor on developing, a nd I 

12 think that new approach certainly warrants a pres entation 

13 I think at a future WCAC, and that's the system t hat 

14 self-insurers will be paying for.  

15      The other one that's specific to Insurance S ervices 

16 is taking the initial steps to retire LINIIS, our  current 

17 mainframe system that some of us have come to kno w and 

18 love over the last almost 40 years, but Joel's go al is to 

19 try to replace it before it turns 40, right?  

20      So I skipped over the non-workers' comp spec ific 

21 ones, underground, income enforcement and the che mical 

22 hazardous incident prevention.  If it's all right , I'll 

23 move on to Ryan's presentation.  

24      "UNIDENTIFIED MALE":  Vickie, I have a quest ion.  Has 

25 it been brought up as the workforce ages to look at 
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1 occupational disease claims that have been filed r ecently? 

2      I've noticed a large increase, and that conce rns me 

3 because it's a causal relationship and the preexis ting 

4 conditions that are always related somehow to the 

5 industrial injury.  

6      MS. KENNEDY:  Well, we can certainly have an off-line 

7 discussion.  I will say we've not looked at it fro m the 

8 standpoint of changing the statute which is really  these 

9 are legislative proposals.  I will tell you that w e hired 

10 a new medical director as part of a budget packag e a 

11 couple years ago to specifically look at occupati onal 

12 disease, and his work is just getting underway. 

13

14               Early Vocational Services and

15                    Predictive Analytics

16

17      MS. KENNEDY:  There should be a button up to wards the 

18 top (of the mic), Ryan.

19      MR. GUPPY:  I don't need it.  

20      So I just have a couple minutes here to brin g 

21 everybody up to speed on a couple of areas that I 'm 

22 involved with having to do with early vocational services 

23 and some models looking forward about how we get the right 

24 services to the right people at the right time.  

25      And so we're just going to touch on two of t he 
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1 highlighted boxes today and give you a little bit of 

2 background on what it is we're doing operationally  to try 

3 to help meet -- (inaudible).  

4      So going back to January of this year, we beg an an 

5 experiment to try to figure out if we got a referr al out 

6 to vocational services earlier in a claim -- (inau dible) 

7 -- much earlier.  Because historically the outcome s 

8 haven't changed all that much between let's say --  

9 (inaudible) -- 150 days, which is going back to ab out 2005 

10 to more recently or up to right now at about 215 days.  

11 And so what we were trying to do is figure out --  the 

12 outcome distribution is about the same no matter if we 

13 wait 300 days or 150 days.  What if we got it out  even 

14 earlier than that?  What if we tried -- (inaudibl e)?  

15      So back in January we were -- (inaudible) --  just 

16 finish their work-checking, and we're really just  starting 

17 to -- (inaudible).  We didn't have any preconceiv ed 

18 notions about what vocational services looked lik e.  

19      And lastly, maybe they didn't really have th at great 

20 of an understanding of what vocational services r eally 

21 are, but they volunteered for this experiment.  

22      In addition to those claim managers trying t o get 

23 those referrals out earlier, we were also asking the claim 

24 managers and the VRC's to adhere to a standard of  work. 

25      And so as a result of those two efforts comi ng 
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1 together, we're starting to see some pretty signif icant 

2 results.  Although, early on, the numbers look pre tty 

3 small.  

4      One of the main things that we wanted to do i s we 

5 just wanted to do this at 60 to 70 days and find o ut what 

6 would happen.  We did make one change in our appro ach 

7 which was instead of calling the -- having the cla im 

8 manager call the attending physician, have the cla im 

9 manager call the employer of record, the injured w orker 

10 and the vocational counselor at the time they mad e this 

11 referral for an ability-to-work assessment.  We a lso asked 

12 those claim managers and those VRC's to connect w ith the 

13 physical therapist that was involved with the cla im, which 

14 about 85 percent of the time it was the physical 

15 therapist. 

16      The point behind that piece of standard work  was to 

17 make sure the therapy was really guided towards r eturn- 

18 to-work solutions versus just focusing on medical .  So we 

19 kind of wanted to bridge those gaps early on.  

20      And so far what we're learning -- let me go back to 

21 this slide.  What we're learning most importantly  is in 

22 the middle of this slide.  It's really an opportu nity for 

23 vocational counselors who historically have reall y been 

24 focused on providing the Department with a defend able 

25 ability-to-work assessment with opportunities to engage an 
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1 injured worker, engage their motivation, help keep  them 

2 engaged in the process, and then ultimately create  better 

3 partnerships between the doctor and the employer, the 

4 injured worker and the VRC much early in the claim  instead 

5 of three or four years down the line when everybod y's 

6 upset about something that went wrong.  

7      And so from a partnership's perspective, ever ybody's 

8 playing pretty nice in the sand box right now.  

9      Okay.  We don't have a ton of data around thi s yet.  

10 We've got about 81 -- (inaudible) -- so far.  But  out of 

11 those 81, we've got 48 percent of injured workers  have 

12 returned to work compared to 10 percent of all ot her AWA 

13 referrals across the board.  

14      So you might say, Well, is that a reflection  that the 

15 private sector should be used earlier on a claim and -- 

16 (inaudible) -- like early apprenticeship?  No.  

17      I think that what that means is that employe r- 

18 employee relationship is a moving target.  And ma ybe when 

19 our folks are involved in early on, that relation ship is 

20 not at a point where it can be -- (inaudible).  B ut as the 

21 claim progresses a little bit, we're finding that  a lot of 

22 those people actually will come back to the table  and come 

23 up with some really great return-to-work solution s.  

24      8 percent of those people went to work with -- 

25 (inaudible) -- which means that they were release d to 



Page 109

1 work, they took advantage of our WorkSource partne rships, 

2 they took advantage of some of the other partnersh ips.  We 

3 have ESD, our reemployment specialist, for instanc e.  And 

4 they were able to get back to work.  

5      42 percent of those were found able to work.  A big 

6 difference between able to work and return to work  is one 

7 is just proving that you have the ability to work through 

8 employability.  The other one's actually returning  to 

9 work.  We've got 42 percent of workers found able to work 

10 in the early AWA experiment versus cross-employme nt is 

11 about 40 percent.  But out of those 65 who were r eleased 

12 for full duty, no restrictions compared to 50 per cent of 

13 all other ability-to-work assessment referrals.  

14      What that means is, again, because we're thr owing 

15 resources at these individuals earlier in a claim , the 

16 likelihood of them falling into long-term disabil ity is 

17 significantly shrunk.  

18      These people are being released back to the same 

19 level of work they were doing before they got inj ured, so 

20 therefore, they're still closer to the workforce than say 

21 if they were -- (inaudible) -- some other kind of  transfer 

22 -- (inaudible).  

23      Anybody have any questions so far?  

24      This is really exciting stuff for us.  

25      A couple years back, the Department really p ut its 
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1 arms around Lean.  And one of the areas the Depart ment 

2 really took advantage of that happened to be in th e claims 

3 floor and in return to work.  And so over the cour se of a 

4 few years there were some -- (inaudible) -- to rea lly 

5 shrink the overall duration of the length of time it took 

6 from when the claim manager made an ability to wor k 

7 assessment referral to the time that vocational co unselor 

8 submitted the recommendation to the Department.  T hat was 

9 historically about 492 days.  That's going back a couple 

10 years at this point.  

11      But because of some of the Lean measures and  other 

12 things we've done, we're really shaving down the number of 

13 days between the first AWA, how long that AWA is,  and then 

14 how quickly we can get it closed.  

15      So we're looking at some numbers here where -- 

16 today's date, so we're looking at about 270 days of 

17 unnecessary time loss being reduced from the syst em as a 

18 result of AWA and as a result of some of these ea rlier 

19 approaches, again, going back to folks are return  to 

20 work. 

21      People are talking about vocational services  and 

22 talking about it differently.  It's not just -- 

23 (inaudible).  And we're looking to the private se ctor 

24 community to develop some strategies that they ca n use 

25 early on in the claim because we're having a conv ersation 
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1 with people at 60 to 70 days versus 300 days.  

2      MS. KENNEDY:  So Ryan, before you move on to this 

3 one, the comment I would make is that some of thes e 

4 closures of the vocational services, as Ryan said,  are 

5 extremely promising.  

6      Now, some of the really complicated cases are  those 

7 that aren't closed yet.  We know that.  But this i s 

8 exactly the kind of work that's driving our budget  package 

9 about having the additional resources on the floor  because 

10 these are the kind of conversations and barriers that 

11 those VR -- or our VSS's which are really our own  VRC 

12 staff are helping work through with the vocationa l 

13 community, and so far in those cases we're seeing  right 

14 now they're not only reducing the duration, but t he actual 

15 cost of those vocational services are cheaper bec ause they 

16 have not had to spend nearly as many hours with t hat 

17 injured worker when you think about ability-to-wo rk 

18 assessments and plan development and retraining b ecause 

19 they're finding opportunities for them to work ea rlier in 

20 the claim. 

21      MR. GUPPY:  So, for instance, the average ab ility- 

22 to-work assessment duration is about 160 days acr oss the 

23 floor.  That came down from well over 200 as a re sult of 

24 the Lean issues a couple years ago.  

25      In these early AWA referrals, the meetings w ere 
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1 actually about 70 to 75 days.  So -- (inaudible) - - and 

2 the costs are -- (inaudible).

3      These are preliminary numbers.  We think that 's 

4 probably going to move up.  We're going to try to keep it 

5 where it is right now.

6      But initially it seems like we're headed in t he 

7 direction -- it seems like those early results we' re 

8 getting are going to start helping us to arrive to  where 

9 we want to go, which is getting those services to people 

10 much earlier, not only from a time-loss cost pers pective 

11 but also from a preventing preventable disability  

12 perspective. 

13      So in that spirit, we're also looking at try ing to 

14 figure out before people go out to the private se ctor.  So 

15 when those claim managers are looking at claims a nd trying 

16 to figure out which ones need return-to-work serv ices and 

17 which ones don't, it's kind of hard to nail down exactly 

18 what that looks like.  

19      And to make sure that when we do assign our field 

20 staff to somebody out in the field to work with a n injured 

21 worker, that injured worker hasn't already return ed to 

22 work, or that injured worker and that employer ar e already 

23 well on their way.  

24      So we're trying to figure out how we can use  some 

25 analytics to determine what we call -- (inaudible ).  So it 
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1 would be an indicator that this person or this emp loyer 

2 might need extra help getting back to work.  And t hen you 

3 can throw -- (inaudible) -- services, our own reso urces at 

4 those to stakeholders to try to -- (inaudible).  

5      We've been piloting using some predictive ana lytics 

6 since about October last year to try to figure out  if 

7 there is a model we can go to, what does it look l ike, 

8 what are the characteristics of these individuals that are 

9 coming into our system that really need extra assi stance 

10 with returning to work.  

11      So a model has been developed.  We look at i t.  We 

12 look at it -- (inaudible) -- who have been off of  work for 

13 about 40 days and have not returned to work, and we're 

14 also looking at people that based on some -- (ina udible) 

15 -- characteristics, the likelihood that they'd be  off for 

16 a year is much higher.  And there's a sweep that goes 

17 through.  There's a score that's generated.  And then that 

18 particular individual, that claim number is then looked at 

19 differently by a claim manager of the unit.  They  make a 

20 referral out to our field staff, and they provide  

21 intensive services, meaning the vocational servic e 

22 specialist out in the field and the occupational nurse 

23 consultant where you gather with the injured work er and 

24 the employer and medical provider to try to get t hat 

25 person back to work because you'd think that base d on the 
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1 analytics there's a higher likelihood that the per son's 

2 going to be off work a year.  

3      What some of those scores look like are liste d here.  

4 And without spending a bunch of time going through  all of 

5 these, you can tell that the very top person is on  opioids 

6 for greater than 14 days.  The likelihood of this person 

7 being -- (inaudible) -- is much higher and down th e list. 

8      So this is based off of a review of our data over a 

9 year period of time.  

10      And so what happens is a person gets an aggr egate 

11 score based upon how many of these indicators the y match.  

12 And they'll either be either low, medium or high risk for 

13 being off work in one year.  

14      And so far what we're looking at is the outc omes of 

15 that pilot have been pretty successful, although our 

16 numbers are still relatively small.  

17      We have been able to effectively return to p eople -- 

18 return people to work that were in the highest ri sk of 

19 being long-term disabled.  We provided integrated  service 

20 out in the field.  

21      And right now we're trying to figure out mov ing 

22 forward how can we adopt this across -- (inaudibl e).

23      So again, finding those people at day 40.  I s their 

24 return -- (inaudible) -- especially on people tha t their 

25 -- (inaudible).  If that relationship's broken, l et's move 
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1 them on to an ability-to-work assessment.  Let's h ave a 

2 vocational counselor walk that person down to Work Source.  

3 Let's have the vocational counselor sit down and h elp them 

4 develop a resume, and not just develop a document,  but 

5 really have a coaching session with that injured w orker so 

6 they can help understand the skills they are bring ing to 

7 the table and -- (inaudible).  

8      And so what we're looking to do is take -- 

9 (inaudible) -- and have it be directed specificall y at 

10 those people -- (inaudible).  

11      And so given the time constraints we have, I 'm not 

12 going to go deeper on the predictive analytics, b ut it's 

13 definitely something moving forward probably in t he spring 

14 next year.

15      Anybody have any questions?  

16      MS. DICUS (Business):  Just a quick question .  Have 

17 you done this presentation before the Retro Advis ory 

18 group?

19      MR. GUPPY:  No.  But I believe they are some what 

20 aware of some of these initiatives.  I have spoke n about 

21 them.  

22      MS. DICUS (Business):  Okay, thanks.  

23      MR. GUPPY:  Anything else?  Joel?  

24      MR. SACKS:  If you take Ryan's presentation overall, 

25 I think the spirit behind it, again, aligns with what we 
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1 were talking about earlier.  How do we transform t he 

2 relationship we have with the vocational counselor s in the 

3 private sector for -- where almost every difficult  claim 

4 may go to them.  And if you change it from one whe re their 

5 job is to sort of gather information for us so tha t we 

6 can make adjudicative decisions and transform it t o what 

7 is it that you can be doing, still doing what we'r e 

8 hiring you to do, which is work with this -- you k now, get 

9 us the information we need to move this claim alon g and 

10 work with this worker whether they're motivated t o help 

11 them get back to work.  

12      And so it's whether it's working -- whether it's 

13 working with WorkSource, whether it's getting the  claims 

14 out the door sooner where folks are still more li kely to 

15 be motivated.  Or if it's preferred worker enhanc ements in 

16 the bill, which is to give these voc counselors a n extra 

17 tool as they're working with the workers, overall  I think 

18 the strategy is these are folks that we can trans form from 

19 somebody who's viewed as an arm of the Department  that's 

20 simply there to gather information, get back to t he 

21 Department as an advocate to someone who's viewed  as an 

22 advocate to the worker who can help somebody get back to 

23 work.  And quite frankly from our perspective, if  the 

24 doctor, if the vocational counselor is focused on  getting 

25 the best possible outcome for the worker, and the y get 
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1 back to work at a job that they can do, that they want to 

2 do, that's the best outcome for the claim.  I mean , we 

3 would rather have that information than a report t his big 

4 (gesturing) about what a worker might or might not  be able 

5 to do to move their claim forward.  So a closed cl aim with 

6 a good job for a worker that's an appropriate job is the 

7 outcome we're looking for.

8      Ryan, I think what you're doing in the voc co mmunity 

9 is helping us move in that direction.

10      MR. GUPPY:  Absolutely.  

11      What I shared with you today as far as the 

12 presentation goes is a glimpse of the future stat e of 

13 where we're trying to take that group of stakehol ders and 

14 how we can help shape what they're doing before - - 

15 (inaudible).  And employability is still -- (inau dible) -- 

16 of what their role is.  But then -- (inaudible).  Return 

17 to work is the best option.  

18      So stay tuned.  And I appreciate the comment s.  

19 Thanks.  

20      MS. KENNEDY:  Okay.  

21      Joel, unless you have some closing comments,  we'll go 

22 ahead and adjourn.  But we'll just take a couple --

23      Oh, Dave, I forgot about you.  Go ahead, Dav e.

24 ///

25 ///
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1        Board of Industrial Insurance (BIIA) Update

2

3      MR. THREEDY:  I'll be quick.  Just a few slid es in 

4 here to give you a snapshot of how things are goin g at the 

5 board.  

6      The first slide, top line is the total appeal s we've 

7 received through the door.  And the bottom line is  how 

8 many of those end up getting granted.  The ratio t ends to 

9 stay pretty close to the same over time.  And it l ooks 

10 like there might be a slight decrease in appeals through 

11 the end of June.  But overall I say it's been pre tty 

12 level.  

13      The next slide, this is something we like to  keep 

14 track of because one of our interests is making s ure our 

15 decisions are issued as timely as possible.  And so we 

16 keep track of how long it takes our judges to iss ue their 

17 orders once the record has been completed and sub mitted to 

18 them for a decision.  

19      And so our goal is to keep it around 35 days .  And so 

20 we're doing pretty good, which is -- it's satisfy ing since 

21 we do have a number of new judges who sometimes t end to 

22 take longer to get their decisions out.  

23      Next slide is a snapshot on how actually we' re doing 

24 as far as our time lag after the proposed decisio n has 

25 been issued and we have decided to grant review o f that 
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1 decision.  The top line shows how much time it's t aking 

2 our judges to submit a draft of our final order.  And then 

3 the bottom line is how much the board members take  to 

4 review that, sign, and get it out the door.  

5      Again, this is another metric on how long it' s taking 

6 us to complete cases.  And this average weeks to 

7 completion applies to all cases, both those that a re 

8 litigated and those that are dismissed or settled by an 

9 agreement.  

10      And caseload at the end of a quarter shows j ust how 

11 many active appeals we actually have in the agenc y for 

12 that period of time.  

13      And finally, this is just -- this report was  created 

14 to keep workers' comp disputes out of the court s ystem.  

15 And so this kind of gives an indication of the pe rcentage 

16 of final orders issued by the board that actually  end up 

17 going into the court system, which is a pretty lo w number.

18      Any questions?  

19      MS. KENNEDY:  Okay.  Thank you, Dave.  

20

21                 Closing Comments & Adjourn

22

23      MS. KENNEDY:  We were going to ask for futur e agenda 

24 items, but why don't you e-mail those to us if yo u've got 

25 any ideas.  And we can also e-mail you the list o f prior 
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1 items that may still be on our plate as suggestion s from 

2 previous meetings.  

3      So we'll go ahead and adjourn.  I'll just tak e a 

4 couple of minutes so that people who want to leave  can, 

5 and anyone who wants to stay, and we'll go through  the 

6 performance dashboard; I'm happy to do that with f olks.

7      So thank you all for coming and drive safely.   

8                               (Whereupon, at 12:15  p.m.,
                              proceedings adjourned .)
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