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CHAPTER 4. WORKERS COVPENSATI ON | NSURANCE
EXPLANATI ON AND REQUI REMENTS

4-1. WORKERS COVPENSATI ON | NSURANCE AND EMPLOYERS' LI ABILITY
COVERAGE

a. The current Workers' Conpensation and Enpl oyers
Liability policy is the cunulative result of nmore than 50
years of conprom se between enpl oyers and enpl oyees in
whi ch injured enpl oyees relinquish the right to sue their
enpl oyers for enmploynment related injuries in return for
a statutory inposed nmechani sm providing specific
schedul ed benefits which are funded for the nost part by
i nsurance.

b. Each of the 50 states, the District of Colunbia, Anerican
Sanpba, Guam Puerto Rico, and the Virgin Islands have
wor kers' conpensation statutes. (Nevada, North Dakot a,
Chi o, Washington, West Virginia, and Wom ng adnini ster
their own nonopolistic workers conpensation funds.)
Wor kers' conpensation insurance has been, and nost likely
will continue to be the nost effective method avail abl e
to an enpl oyer for conpensation to enpl oyees and their
famlies for work-related injuries or diseases as
prescribed by |law. Enployers' liability coverage protects
enpl oyers when suits are filed against themfor
enpl oynent related incidents that are not compensabl e
under Workers' Conpensation coverage.

NOTE: Workers' conpensation coverage is not an enpl oyee
benefit. It is a casualty insurance coverage.

4-2. DIVISIONS OF COVERAGE.

The Workers' Conpensation and Enpl oyers' Liability policy
contains three distinct areas of coverage.

Part One. This is the Wrkers' Conpensation section, under
which the insurer agrees to assune the liability inposed upon
the insured by the workers' conpensation |law or |aws of the
state where the HA is | ocated.
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Part Two. This is the Enployers' Liability section (the
standard limt is $100,000 and the premiumis included in the
Workers' Conpensation rate) which protects the insured agai nst
liability inposed by law for injury to enployees in the course
of enpl oynent that is not compensabl e under the Wbrkers
Conpensation section. This portion of the contract
essentially is sinmilar to the CG& coverages and is subject to
about the sanme conditions.
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Part Three. This section provides other states insurance for
wor kers' conpensation and enployers liability coverage in
states where an insured may have incidental exposures that are
not listed on the declaration page for purposes of Part One
coverage. This coverage applies only to those states |isted
under the Other States insurance section of the policy.

WORKERS' COVPENSATI ON | NSURANCE RATI NG

In nost states, workers conpensation insurance is provided by
private insurance conpanies, but in sone states there are
state funds from which the HA nust fund their conpensation

i nsurance. The prem uns are based on a rate per $100 of
payroll and are assigned by classification of the operations
or enploynent. Such types of enploynment that involve a
greater degree of hazard are charged a higher rate than | ess
dangerous occupations. The rating classifications and the
payrol |l anmpbunts are shown on the declaration page of the

Wor kers' Conpensation insurance contract. The Nationa

Counci|l on Conpensation |Insurance (a national rating

organi zation) has devel oped a separate classification for

enpl oyees of HAs. This classification groups all HA enpl oyees
into one class without a distribution into various types of
duties performed. However, sone states nmay require the use of
various classes for HAs.

EXPERI ENCE RATI NG

Workers' Conpensation contracts are subject to experience
rating if the prem um exceeds a certain annual anount, which
will vary by state. This experience rating allows the

i nsurance conpany to either increase or decrease the rate per
$100 of payroll depending on the | oss experience of the
insured. The percentage of increase is expressed as an
experience nodifier and is shown on the declaration page of
the contract. Thus, an HA without any |osses nmay have a

nodi fier of .80 which neans they will be charged 80 percent
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of the rate to reflect good experience. A HA with severe
| osses may have an experience nodifier of 1.3 nmeaning they
will pay 130 percent of the base rate to reflect poor
experience. The experience nodifier generally reflects a
runni ng three-year experience period.

PREM UM PAYMENT.

For Workers' Conpensation insurance, the anmount paid at the

i nception of the contract represents an estinmate based on the
payrol | anpunt expected during the contract termand the rates
in effect at the inception of the contract. At the end of the
contract period, an audit of the actual payroll for the
insured period is nmade by the insurance conmpany and the actua
premiumis established using the actual payroll anobunt. The
final premiumalso reflects any increase or decrease in rates



whi ch may have occurred during the termof the contract. Any
additional premumresulting fromthe audit or any rate change
is billed by the insurance conpany. In order to avoid
substanti al expenses of this nature, the HAs should be certain
that the estinmated payroll shown on the Declaration page and
used to devel op the deposit prenmium accurately reflects the
anticipated payroll for the policy period. Wen conparing
competitive proposals for Wrkers' Conpensation insurance

care should be taken that all offerors use the same estimated
payroll and classes in order to have a standard basis for
conpari son

4-6. MONOPOLI STI C STATE FUNDS
Si x states: Nevada, North Dakota, Onhio, WAshington, West
Virginia, and Wom ng have established state workers
conpensation insurance funds and granted them a nonopoly
position, excluding private insurers from providing the
cover age.

4-7. VOLUNTARY COVPENSATI ON ENDORSEMENT.
The majority of HAs will enlist the help of unpaid voluntary
wor kers. The voluntary worker, in nmpbst states, is not covered
by the state's workers' conpensation |laws. The Depart nent
recomends that the workers' conpensation policy be endorsed
to cover this exposure.
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4- 8. PARTI ES | NSURED.
A HA shall be shown as the naned insured. The U. S. Departnent
of Housi ng and Urban Devel opnment shoul d not be named as an
i nsured.

4-9. FULL AND OPEN COWPETI Tl ON
Conpetition in procurenent is required, except that
procurenent by nonconpetitive proposals through solicitation
fromonly one source is authorized (and wai ver of any ACC
requirenents to the contrary is hereby granted) when award is
ot herw se i nfeasi ble under the seal ed bidding, competitive
proposal s, or snall purchase nethod of procurenent because the
itemis available only froma single source (e.g., in states
or jurisdictions with nonopolistic workers' compensation state
funds), or after solicitation of sources, conpetition is
det ermi ned i nadequat e.
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