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: : ctu stimate stimate
Arizona (ICA), the Special Fund was created by the Source FY 2007  EY2008  EY 2009
Legidature in 1969 to provide benefits to all injured
employees not covered by regular workers Tax Collections 27,645,600 20,000,000 13,500,000
compensation coverage or by self-insurance coverage Interest Earnings and
in Arizona. Sales of

Investments 0 8000000 4,000,000
To fulfill this mission, the Special Fund administers 5 Rent 2143300 2,126,600 2,126,600
programs. Transfers from

e Uninsured Employers

e Apportionment

e Insolvent Carriers

e  Supportive Medical Care
e Vocational Rehabilitation

Program Funding

The Special Fund, as authorized by A.R.S. § 23-

1065, has three main funding sources:

o Workers compensation taxes paid by insurance
companies that write workers compensation
insurance in Arizona, self-insured employers
doing business in Arizona, and the State
Compensation Fund (SCF) account for 40% of
total revenue.

e An externaly managed investment pool accounts
for 16% of total revenue.

e Rent collected from the two buildings owned and
operated by the Specia Fund accounts for 4% of
total revenue.

Table 1 shows the revenue from each funding source
and also includes transfers from the Administrative
Fund, collections from uninsured employers,
insolvent carriers and other reimbursements.

Workers' Compensation Premium Tax

The total workers compensation premium tax is
composed of two tax rates: one that funds the Special
Fund and the other that funds the Industrial
Commission’s Administrative Fund. The
Administrative Fund tax rate may not exceed 3% of
net premiums. If the Specia Fund is actuarialy
sound, any surplus or deficit in revenue above or
below Administrative Fund expenses is included in
the calculation of the Administrative Fund tax rate
for the following year. If the Specia Fund is not
actuarially sound, the ICA can transfer any surplus
revenue from the Administrative Fund to the Special
Fund, but the tax rate for the Administrative Fund
cannot be raised to cover the losses.

Administrative Fund 8,000,000 9,000,000 11,000,000
Uninsured Employers 1,704,600 1,800,000 1,900,000

Insolvent Carriers 2,476,200 2,500,000 2,500,000
Reimbursements 692,200 700,000 700,000
Administrative Fund

Tax Collections 6,179,900 6,200,000 6,200,000
Other Admin Fund

Revenue 35,100 100,000 100,000

Total 48,857,900 50,426,600 42,026,600

The maximum base tax rate allowed for the Special
Fund is 1.5% of net premiums but, for self-insured
employers, the minimum annua payment is $250.
The Industrial Commission may adjust the tax rate
downward so that revenues received are no more than
necessary to keep the Special Fund actuarially sound.
In addition to the 1.5% base rate, after notice and a
hearing, the Industrial Commission may levy an
additional 0.5% of net premiums to meet liabilities of
the Special Fund in excess of $6 million. A further
05% may be levied to reimburse the State
Compensation Fund for payments made to
individuals whose self-insured employer or insurance
carrier fails to pay a clam or comply with a
commission order. In total, the Special Fund tax
assessment may equal up to 2.5% of net premiums.

Table 2 below shows the total effective tax rate
broken down by fund for the last 10 years. For
additional information on the tax on workers
compensation premiums, please refer to the JLBC
Tax Handbook.

During the mid and late 1990s, many of the insurance
carriers writing workers' compensation policies in
Arizona reduced their premium rates in an attempt to
increase market share. Consequently, nine of the ten
largest carriers eventually became insolvent and the
ICA Special Fund became financially responsible for
the claims of these defunct carriers. The insolvent
carrier claims of the Special Fund increased from
$21.4 million in FY 2001 to $320.4 million in FY
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Table2
Administrative and Special Fund Premium Tax Rates
Special Fund

Calendar  Administrative SCF Liabilities over Assessment
Year Fund Base Reimbursement $6 million Total
1997 2.15% 0% 0% 0% 2.15%
1998 3.00% 0% 0% 0% 3.00%
1999 3.00% 0% 0% 0% 3.00%
2000 3.00% 0% 0% 0% 3.00%
2001 3.00% 0% 0% 0% 3.00%
2002 2.75% 0% 0% 0% 2.75%
2003 3.00% 0% 0% 0% 3.00%
2004 3.00% 1.5% 0% 0% 4.50%
2005 3.00% 1.5% 0.5% 0.5% 5.50%
2006 3.00% 1.5% 0.5% 0.5% 5.50%
2007 3.00% 1.5% 0% 0% 4.50%
2008 3.00% 1.5% 0% 0% 4.50%

2005. The Specia Fund taxes were increased from
0% to the statutory maximum of 2.5% to prevent the
Special Fund from becoming insolvent.

The Commission projects a $6.5 million decline in
tax collections between FY 2008 and FY 2009. This
decline is due to a number of factors including the
dowing of the economy and an increase in the
percentage of employers not purchasing workers
compensation insurance.

The tax collections, collections from uninsured
employers, insolvent  carriers and  other
reimbursements fund the five programs previously
mentioned: uninsured employers, apportionment,
insolvent carriers, supportive care, and vocational
rehabilitation. Table 3 details the total expenditures
from these 5 programs as well as other costs from the

Table3
Total Special Fund Expenditures

Actual Estimate Estimate
FY 2007 FY 2008 FY 2009
Uninsured Employers 6,111,000 7,000,000 7,100,000
Apportionment 2,162,100 2,400,000 2,600,000
Insolvent Carriers 11,850,300 23,000,000 11,500,000
Supportive Care 2,807,400 2,800,000 2,800,000
Rehabilitation 1,892,900 2,000,000 2,200,000
Building Maintenance 3,694,600 3,000,000 3,100,000
Investment Services 1,273,500 1,200,000 1,200,000
Transfer to
Investment
Accounts 20,000,000 0 4,000,000
Transfer
Administrative Tax
to Admin Fund 6,354,300 6,200,000 6,200,000
Tax Refunds 4,042,000 2,000,000 1,500,000
Other 87,300 144,900 175,000
Total 60,275,400 49,744,900 42,375,000

Specia Fund. The line labeled Other includes the
investment advisory board stipend, legal services,
and debt service.

Uninsured Employers

If an employee suffers an industrial injury while
working for an uninsured employer, the ICA will
process the workers' compensation claim filed by the
employee and the Special Fund will pay medical and
compensation benefits to the injured employee. The
uninsured employer is responsible to reimburse the
ICA for all money paid on the injured employee’s
workers compensation claim.

Apportionment

There are also specific instances where permanent

compensation benefits may be apportioned or divided

between an insurance carrier and the Special Fund.

The apportionment statute, A.R.S. § 23-1065,

provides that the Specia Fund share in any loss of

earning capacity award involving the following
conditions:

e When an employee has a non-industrial, pre-
existing medical condition and suffers an
industrial related injury and meets the other
criteria of the statute

e When an employee has had a scheduled injury
and suffers a subsequent scheduled injury. A
scheduled injury is defined as an injury to a
specific body part. The Arizona Workers
Compensation Law sets out a schedule indicating
the amount to be paid for such impairments.

Insolvent Carriers

The Special Fund assumes liability for al workers
compensation claims against insurance carriers that
have become insolvent. These claims are assigned to
the SCF for processing. The Special Fund reimburses
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the SCF for the cost of the claim, plus an additional
administration fee of 10.5% of the total cost. The
Special Fund then has a claim against the insolvent
carrier for the cost of the claim, the administration
fee and other reasonable costs such as attorney fees.
If the carrier is based in Arizona, the Specia Fund's
claim is made on the cash, bonds or securities that the
insolvent carrier must deposit with the State
Treasurer pursuant to A.R.S. § 23-961 in order to
become certified to carry workers compensation
insurance.

Supportive Care

Supportive medical maintenance benefits are
provided to employees injured prior to August 8,
1973 who have reached a dstationary status and
require additional care to maintain their medical
condition at a stable level. If benefits payable by the
insurance carrier have been exhausted, al medical
benefits related to the industrial injury are payable by
the Specia Fund.

Rehabilitation

The Specid Fund has discretionary power in
providing vocational rehabilitation benefits. While
rehabilitation is not mandatory in Arizona, A.R.S. 8§
23-1065 specifies that the Special Fund can provide
assistance in this area if requested by the carrier or
the injured worker, and if the employee has suffered
a permanent disability and cannot return to his
regular employment.

In addition to funding the five main program areas,
the Specia Fund also pays for building maintenance
and acquisition as well asinvestment services. In FY
2007, the five main program areas accounted for 41%
of total expenditures, while investment services
accounted for 35% and building maintenance
accounted for 6%.

Rent and Building Maintenance

On a semiannual basis, the Administrative Fund and
the other tenants occupying space in buildings owned
by the Special Fund pay rent to the Specia Fund.
The rent is then used to pay for maintenance on the
two buildings currently owned by the ICA. Money
may also be transferred from the Special Fund to the
Administrative Fund to buy or construct additional
space for the commission as necessary.

Investment Services

A five member investment advisory board that
includes the ICA director, chairman of the
commission, and three members appointed by the
Governor has statutory authority to invest any surplus
or reserves from the Special Fund. The Transfer to

Investment Accounts line in Table 3 reflects funds
invested by the board in each fiscal year. Members
of the board, with the exception of the director,
receive $50 each day while in actual attendance at
meetings and reimbursement for travel expenses.
The total stipend for the board in FY 2007 was
$2,500. The stipend is reflected in the Other line in
Table 3.

In addition to the investment advisory board, the ICA
pays asset-based fees to investment managers who
maintain the commission’s portfolio. The ICA aso
pays to contract a custodial bank and an investment
consultant. These additional fees are reflected in the
Investment Serviceslinein Table 3.

Tax Transfers and Refunds

All revenue from the workers compensation
insurance premiums is deposited in the Special Fund.
Revenue associated with the 3.0% premium tax for
the Administrative Fund must, therefore, be
transferred from the Special Fund to the
Administrative Fund. These transfers are reflected in
the Transfer Administrative Tax to Admin Fund line
in Table 3.

Any overpayment of the tax on workers
compensation premiums by an insurance carrier may
be refunded without interest by the Industria
Commission. Refunds are reflected in the Tax
Refundslinein Table 3.

Performance M easur es

Table 4 shows performance measures used by the
Industrial Commission to evaluate the effectiveness
of the Special Fund claims program.

The four measures assess the timeliness and volume
of awards issued in three of the five main programs.
While these measures are important for assessing
efficiency and the necessary funding levels for the
programs, they could aso include measures of
efficiency that relate directly to the target population
of the program. For example, the ICA could include
a performance measure that indicates the percentage
of eligible claims that are issued awards. This
measure would signify whether or not the
commission is meseting its statutory requirement and
fulfilling its primary mission.

The commission could also add measures for the
Insolvent Carriers and Apportionment programs
similar to those already used for the Supportive Care,
No Insurance and Rehabilitation programs. Doing so
would ensure that they measure the output for all
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programs in order to more effectively determine the
amount of necessary funding.

Table4

Special Fund Program

Performance M easures

FY 2007 FY 2008 FY 2009
Performance M easure Actual Estimate Estimate
Average days between receipt of claims
notice and issuance of award 16.1 16 16
Supportive care awards issued 7 10 10
Uninsured employers awards issued 3,265 3,200 3,300
Rehabilitation awards issued 133 135 140
JLBC Saff Program Summary 4 September 10, 2008
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