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The SC Small Business Chamber of Commerce appreciates the opportunity to present our position on the South Carolina Second Injury Fund (SIF).  After months of investigative efforts, in January of 2005 our Board of Directors voted to oppose the dissolution of the SIF based on the following rationale.  

According to the National Council on Compensation Insurance (NCCI) in its analysis of the Governor’s Workers’ Compensation Task Force 2005 recommendation to eliminate the SIF:

In the short-term, NCCI estimates that loss costs will need to increase approximately 25% to pre-fund benefits related to second injuries occurring after the Fund’s elimination.  Also in the short term, the runoff of the current SC SIF claims will have to be paid until they are all closed.  Therefore, for a period of time, loss costs will need to be higher and SIF assessments will continue.

In addition it was believed at that time, and subsequently verified in a report by an actuary, that the significant increase in the 2005 SIF assessment would just as dramatically drop in 2006.  The spike in assessment was due to the 2003 change in the law that eliminated “unknown conditions” as a reason for ceding a claim to the SIF thus causing an abnormal increase in those cases being filed.  The Board believed then, and all the experts agree today, that this problem has now corrected itself and lower SIF assessments should result.  (However, the General Assembly took action in March of this year to transfer $76 million of the 2005 SIF assessment to the upcoming 2006 assessment.  Thus, what would have been approximately a $112 million assessment in 2006 will now be approximately $188 million artificially making the 2006 assessment slightly higher than the modified 2005 assessment of $177 million.)

Even without a discussion of the merits of the SIF, our Board made the sound business decision to oppose the dissolution of the SIF.  Elimination of the fund would have necessitated a 25% increase in loss cost workers’ compensation rates (rates only paid by businesses in the voluntary market, not businesses that self-insure their workers’ compensation insurance). (In February 2006, NCCI revised its projected impact of the dissolution of the SIF to be necessitating approximately a 17% increase in loss cost rates.)  Also, there was no guarantee of reduced premiums related to the elimination of the SIF and the fund was naturally going to have assessments reduced with no action. 

Having made the business decision based on the economic impact to small businesses, the Board also discussed the benefits of the SIF.  It found the goal of encouraging businesses to hire workers with previous injuries (work related, military service, etc.) to be worthy.  The SIF also presented itself as an incentive for businesses to keep workers who have experienced a workers’ compensation claim and therefore might be prone to a subsequent claim of the same nature that would be covered by the SIF.

As long as the elimination of the SIF will necessitate an increase in loss cost workers’ compensation rates for small businesses without an immediate equivalent decrease in premiums associated with the SIF assessment, the Small Business Chamber will continue to oppose the SIF dissolution.  

However, the Small Business Chamber does support the following SIF reforms aimed at lowering the assessment without changing benefits, making the system fairer for all small businesses, eliminating carrier or NCCI failure to give proper credit to businesses with SIF claims, and promoting the goals of the SIF.

--Insure that the SIF annual assessment is as low as possible by changing the formula for calculating SIF assessment.  The current formula is:  “fiscal year payouts” X “1.75”minus “the balance of fund at the end of the fiscal year” = “assessment”.  Revise multiplier of 1.75 downward based on 2001, 2002, and 2003 actual experience to eliminate unnecessarily high reserves.

--Insure that eligible businesses and insurance carriers benefit equally in reduced costs from SIF claims.  Currently any SIF claim that is “perfected” or accepted by the SIF 4 years or more after the date of the accident results in the business’s experience modifier not being adjusted downward to reflect the SIF claim.  Thus the business does not benefit from premium reduction after such a SIF claim.  However, the insurance carrier still receives the reimbursement from the SIF and also continues to receive higher premiums from the business due to the higher experience modifier.  The regulation should be revised to either delete the 4-year limit thus allowing business experience modifiers to be adjusted for any SIF claim regardless of time from accident or deny any SIF claim that has not been accepted as such by the SIF within 4 years of the accident.  The latter would have the effect of reducing the SIF payouts and thus lower the assessment.

--Enable all small businesses to benefit when workers’ comp claim is accepted by the SIF.  Currently, only businesses that have an experience modifier can benefit from a SIF claim.  Yet, businesses without experience modifiers (about 39% of SIF claims) may see their premiums increase after a claim that is eventually accepted by the SIF.  The insurance carrier is reimbursed by the fund and no premium benefit is accrued to the business.  Either a mechanism should be developed for businesses that are not experience rated to benefit from SIF recoveries or insurance carriers should not be eligible for SIF recoveries from these claims.  The latter would have the effect of reducing the SIF payouts and thus lower the assessment.

--Insure that carriers are reducing loss reserves when a claim is accepted by the SIF.  Not reducing the loss reserves (as required by the law) results in carrier losses being artificially inflated, which would result in higher rates.  Presently no party is responsible for verifying that such loss reserve adjustments are being made.  The SIF should be required to notify NCCI when a claim is accepted by the SIF (it presently is not).  NCCI should be held legally responsible for making sure that carriers with SIF reimbursements are properly adjusting their loss reserves.

--Insure that eligible businesses are having their experience modifiers properly adjusted by NCCI as a result of a claim being accepted by the SIF.  (A study commissioned by the Small Business Chamber found that 51% of the time experience modifiers are not being properly adjusted by NCCI when a claim is accepted by the SIF.  That study is attached.)  Not adjusting the experience modifier possibly results in unjustified higher premiums for the business and “double dipping” by the insurance carrier.  The SIF should be required to notify NCCI when a claim has been accepted as a SIF claim.  NCCI should be held legally responsible for the experience modifier being adjusted following a SIF claim.  

--Require insurance carriers to inform businesses of the purpose of the SIF so as to better achieve the funds prime objective—to encourage businesses to hire workers with prior injuries or handicaps regardless of origin (ex. work related, combat related, auto accident, etc.).

