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A POLICY ANALYSIS OF THE WORKERS’ COMPENSATION RATES
OF MISSISSIPPI’'S LOGGING INDUSTRY

January 17, 1989

Workers’ compensation insurance covering logging and
pulpwood laborers is expensive because of the injury
record of the timber harvest industry in general and the
pulpwood trade specifically. Although the Joint Committee
suggests four administrative and legislative options to
address workers’ compensation costs, there is no short-
term rate reduction measure without side effects which
could raise the rates of other loggers. PEER suggests a
logger safety education program to control industry losses
and reduce the cost of insurance.

The PEER Committee
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PEER: THE MISSISSIPPI LEGISLATURE'S OVERSIGHT AGENCY

The MIssliIssippl Leglslature created the Joint Leglslative Committee on
Per formance Evaluatlon and Expendlture Review (PEER Commlittee) by statute
In 1973. A standlng Jolnt commlttee, the PEER Commlttee Is composed of
flve members of the House of Representatlves appolnted by the Speaker and
flve members of the Senate appolnted by the Lleutenant Governor.
Appolntments are made for four-year terms wlth one Senator and one
Representatlive appolnted from each of the U. S. Congresslonal Districts.
Commlittee offlcers are elected by the membership with offlcers alternating
annual ly between the two houses. All Commlttee actions by statute require
a majJorlty vote of three Representatlives and three Senators votling In the
afflirmative.

An extension of the MIssiIsslippl Leglislature’'s constitutlonal
prerogatlive to conduct examinatlons and Investligatlions, PEER Is authorlzed
by law to review any entlty, Including contractors supported In whole or In
part by publlc funds, and to address any Issues which may requlre
leglislative actlon. PEER has statutory access to all state and local
records and has subpoena power to compel testimony or the production of
documents.

As an Integral part of the Leglslature, PEER provides a varlety of
services, Including program evaluatlons, economy and efficlency revliews,
flnanclal audlts, |Imlted scope evaluatlons, flscal notes, speclal
Investigatlons, brieflngs to Indlvidual leglslators, testIimony, and other
governmental research and asslstance. The Commlittee Identifles
Inefflclency or Ineffectlveness or a fallure to accompllish leglislatlive
obJectlves, and makes recommendatlons for redefinitlon, redlrectlion,
redistributlon and/or restructuring of MiIsslissippl government. As dlrected
by and subject to the prlor approval of the PEER Commlttee, the Committee’'s
professlonal staff executes audlt and evaluatlon projJects obtalnlng
Informatlon and developlng optlons for conslderation by the Commlttee. The
PEER Commlttee releases reports to the Leglslature, Governor, Lleutenant
Governor, and agency examlned.

The Commlttee assigns top prlority to wrlitten requests from Indlvidual
leglslators and leglslative commlttees. The Commlttee also conslders PEER
staff proposals and wrltten requests from state offlclals and others.
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A POLICY ANALYSIS OF THE WORKERS’ COMPENSATION RATES OF
MISSISSIPPI'S LOGGING INDUSTRY

EXECUTIVE SUMMARY

Background

According to officials in the logging and insurance
industries, one of the most pressing problems faced by
the raw wood products industry is the cost of workers’
compensation coverage for laborers involved in the
harvest of timber. Within the last year the base cost of
workers’ compensation insurance (or, the “manual
rate”) for Mississippi’s pulpwood workforce has in-
creased 33%, from $73.03 to $97.82.

The National Council on Compensation Insurance
(NCCI), a non-profit service organization supported by
member insurance companies, is the principal rating
advisory bureau forworkers’ compensationinsurance.
NCCI collects and processes financial data from
member insurance companies in order to determine
the cost of the insurance written for each work activity
classification. NCCI files the rate request with the
Mississippi Insurance Department for analysis and
approval. These rates are applied to payrolls to pro-
duce a base premium or manual premium. The final
premium paid is dependent on other factors, including
experience ratings, premium discounts, retrospective
ratings, and dividends.

Mississippi has two work activity classifications for
employees involved with the harvesting of raw wood
products. Code 2702 (logging and lumbering, includ-
ing drivers) is used mainly by the larger, more mecha-
nized logging companies that are involved with tree-
length lumbering. Code 2705 (logging and lumbering
[pulpwood], including drivers), utilized exclusively in
eight southern states, is used primarily in “short wood”
harvest. The workers’ compensation premium for
Code 2705 workers is based on an artificial payroll or
“upset payroll” which is calculated by multiplying the
number of cords of wood produced by the labor costs
associated with harvesting one cord of wood (upset
rate). Although Mississippi's upset rate of $3.40 per
cord has not changed since the 1960’s, increasesinin-
surance premiums have been accomplished by in-
creases granted in the manual rate.

Policy Options

Presented below are several administrative and
legislative options that could be considered when ad-

dressing the workers’ compensation cost problems
faced by Mississippi's logging industry.

Comblne Mississlppi’s two logging activity
classifications into one. As was done in Alabama, all
of Mississippi's logging workforce could be combined
into one worker activity classification code. This clas-
sification would base its premium on actual payroll or
actual contract price of the wood rather than using the
upset payroll method.

Establish a new classification for highly
mechanized operations. Under this option a new
classification would be established for highly mecha-
nized logging operations, whether short wood or tree-
length. The rationale behind this option is this type of
operation exposes the logger to much less risk and
therefore should have a separate classification.

Redefine the Independent contractor section
of the workers’ compensation statute. This option,
requiring legislative action, would clearly establish all
independent logging operations as independent con-
tractors. Under this option, wood yards and mills would
not be liable for any workers’ compensation claims
from independent logging operations.

Statutorily require workers’ compensation
coverage on the entire workforce harvesting all
wood. This legislative option would require that every
operation, regardless of size, obtain workers’ compen-
sation coverage for its workforce. This would require
the private landowner to obtain coverage for himseif
and employees before harvesting and selling timber to
a local woodyard.

Controlling Losses

An effective way to reduce workers' compensation
rates is to reduce accident rates. Both the Mississippi
Cooperative Extension Service and the American
Pulpwood Association have safety education courses
offered to various large and small logging operations
throughoutthe state. However, no immediate benefitis
gained and because participation takes workers out of
the woods, most loggers choose not to attend such
courses.
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Recommendation

Regardiess of action taken on the policy options
previously presented, PEER recommends that the In-
surance Department’'s Rating Division, the entity that
oversees the NCCl rate filings, negotiate withthe NCCl
and the Mississippi Cooperative Extension Service to

secure a reduction in workers’ compensation rates for
those employees that complete an extensive safety
training program. This program would work similar to
programs that reduce auto insurance rates when cov-
ered young drivers complete a driver's education
class. Expense for the safety education program
should be split between the insurance industry and the
logging operations.

For More Information or Clarification, Contact:

John W. Turcotte, Director
PEER Committee

Central High Legislative Services Building
Post Office Box 1204
Jackson, Mississippi 39215-1204
Telephone: (601) 359-1226
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A POLICY ANALYSIS OF THE WORKERS' COMPENSATION RATES
OF MISSISSIPPI 'S LOGGING INDUSTRY

INTRODUCT ION

Author ity

At Its meeting on December 10, 1987, the PEER Commlttee authorlzed a
review of workers' compensatlon rates of Misslisslppl’s logging Industry.
The Commlttee acted In accordance with MISS. CODE ANN. Sectlon 5-3-57
(1972).

Scope and Purpose

PEER reviewed the workers’ compensatlon rates of MisslIssippl‘'s logging
Industry, focuslng on the rate settling process. |In addlitlon, PEER explored
whether workers’ compensatlion rates In the logglng Industry are higher in
MisslIssippl than In surrounding states. Flnally, PEER presents policy
options available that address problems Identifled durlng the review.

Methodology

In conducting thils review, PEER:

1. Analyzed applicable state laws governing the Workers' Compensatlon
Commisslon and the MIssissippl Department of Insurance;

2. Interviewed offlclals with the Workers’ Compensatlon Commission
and the Misslisslippl Insurance Department;

3. Interviewed offlclals wlth the Natlonal Councl| on Compensation
Insurance, the American Pulpwood Assoclatlon, the MIsslIssippl
Forestry Assoclation, the MissliIsslippl Agriculture and Forestry
Experiment Statlon, and the MIsslIsslippl Cooperatlve Extension
Service; two Independent Insurance agents that wrlte workers'
compensatlon Insurance; several Indlviduals engaged In logging
operations; and, a former Workers’ Compensatlon Admlnistrative
Judge;

4. Analyzed background studles, evaluatlons, and descriptlve materlal
related to workers’ compensatlion In other states;

5. Revliewed the two most recent workers’' compensatlon rate flllngs
submitted to the MissliIssippl Department of Insurance;

6. Reviewed MIssliIsslippl forest harvest Informatlon provided by the
MiIssissippi Cooperatlve Extenslon Service;

7. Revliewed compensation rate Informatlion of surroundlng states
provided by the Matlonal Councl! on Compensatlion Insurance; and,



8. Reviewed workers’ compensatlon case law as provided by the
Workers' Compensatlion Commlission.

Overview

The MIsslIssippl Cooperatlve Extenslon Service reports that
Misslisslippl’s forests are the second most valuable agricultural crop in
thls state, exceeded only by cotton. According to offliclals In the logging
and Insurance Industry, one of the most pressing problems faced by thls
Important Industry Is the cost of workers’ compensatlion coverage for
laborers Involved In the harvest of timber. WIthin the last year the base
cost of workers’ compensatlion Insurance (manual rate) for MIsslisslippi’s
pulpwood workforce has Increased 33%. In addlitlion, the Amer Ican Pulpwood
Assoclatlon estimates that, because of the Inherent dangers that exlist In
the logglng Industry, 75% of all pulpwood operatlons cannot obtaln coverage
In the voluntary market and must be Insured under the assligned riIsk plan.

PEER's review was restricted to the workers’ compensation problems
within the loggling Industry and Is not a review of elther the Workers'
Compensatlon Commisslon or the MIssliIsslippl Insurance Department. The
review does offer some policy optlons that could be consldered when
addressing these Issues.



THE WORKERS*® COMPENSATION SYSTEM IN MISSISSIPPI

The workers' compensatlon system Is a leglslatlive remedy for Job-
related personal Injury Incldents. Employers with flve or more employees
and not speciflcally exempted by statute are required to particlipate In the
workers' compensatlion system. Under thls system employers assume |labllity
regardless of fault In exchange for a monetary |Imit on thelr llablllty.
Workers agree to forfelt thelr right to sue for damages In a court of law,
accepting Instead beneflts del lberately designed to provide an Incentlive
for the employee to return to work. Workers' compensatlion Is fully pald
for by the employer, who passes the cost on in the price of products or
services.

Statutory Provislons and the Workers’
Compensation Commission

MISS. CODE ANN Sectlon 71-3-1 through 71-3-119 creates and deflnes a
system of workers’ compensatlion that provides, wlthout regard for fault,
prompt medlcal services and Income replacement beneflts to workers Injured
and/or dlisabled by Job-related Injurles or dlseases and, in the case of
fatalltles, provides Indemnlity beneflts to surviving dependents. Before
these laws were enacted, the employer was held responsible for the Injury
or death of an employee only If In a court of law the employer was proven
neglligent. To prove negllgence was a slow, costly and uncertaln legal
process that often dealt harshly with clalms made by the Injured employee.

The Workers’ Compensatlon Laws In Misslisslippl are administered by a
three-member commisslion which |Is charged with the responsibl ity of
effecting all provislons of the law as well as cooperating with other state
and federal authorlitles for the preventlon of Injurles and occupational
diseases to workers. Further, In event of Injurles or occupational
diseases, the commission Is to coordinate rehabllltatlon or restoratlion to
health and vocatlonal opportunity of Injured employees.

All controverted claims, or clailms that are In dispute by elther
party, are processed through hearings, Judliclal declslons, and appellate
processes. The commission’s staff Includes elght full-time administrative
Judges who travel throughout the state to conduct such hear Ings and make
declislons on contested claims. If the employee retalns an attorney, the
attorney’'s fee--which cannot exceed 25% of the total award--wlll be
deducted from any benefits pald to the InjJured worker. The non-
controverted clalms program recelves Informatlion and sets up worklng flles
on all Job-related Injurles to Misslissippl workers which are requlred to be
reported under the Worker'’'s Compensatlion Law.

The agency also conducts Investigations when necessary and malntalns
records for all controverted and non-controverted cases. The MIsslissippl
Worker ‘s Compensation Commisslion Is a speclal fund agency; the cost of Its
operatlion Is met through the annual assessment of carrlers and self-Insured
employers who are subject to the provislons of the Mississippl Worker's
Compensation Law.



WORKERS' COMPENSATION AND THE INSURANCE INDUSTRY

Workers’ compensation coverage Is usually obtalned by the employer
through one of several prilvate Insurance companies that write workers’
compensation policies In Misslissippl. This mechanlsm appears falr slnce
employers are, In large part, responslible for the safety of their
workforce. However, the MiIssliIsslIppi Workers’ Compensation Law does provide
that an employer can carry hls own llabllity upon order by the commission
after demonstrating his flnancial abillity to pay such compensatlon if an
accldent occurs.

National Council on Compensatlon lnsurance
and the Rate Setting Process

MIssissippi’‘s workforce |Is subdivided into 630 individual work
actlivity classiflcatlons according to the type of work in which the
employes is engaged. Each class has Its own rate that reflects the risk
assoclated with an employee’'s tasks. (These rates are commonly called

"manual rates”™ simply because the collectlon of all Individual class rates
for a state are printed in a manual distributed to all Insurance carriers
to use when issuing policles.) A flrm’s payroli, in $100 units, is then

multipllied by the manual rates for Its employeses to derive its base
workers' compensatlon premium.

The National Councll on Compensatlon Insurance (NCCIl) Is the principal
nhational ratlng advisory bureau for workers’' compensation Insurance. NCCI
collects and processes flnancial data from member insurance companies in
order to determine as accurately as possible the cost of the insurance
written for each and every classliflcatlon. Actuaries, hlghly trained
experts In statistical analyslis, study and analyze data, submitted by
member Iinsurance companies, on the klnds and numbers of accldents which
have occurred to workers in each state. The current and future costs
assoclated with these accldents are used to determine the risk associated
with a partlcular Job class in a particular Industry. Further, these
actuary studles take into consideratlion leglslated beneflt changes,
administrative costs, claim adjJustment costs, taxes, and miscel laneous
other expenses to calculate the cost of providing Insurance for each
employes class In the state.

Once NCCI has made Its price determinatlions, these are flled with the
Mississippl Insurance Department for actlion. The Intent of this flling
process |Is to establlish safeguards |llkely to result in rates which are
falr, reasonable, adequate and nondiscriminatory. To assess the necesslity
and reasonableness of a rate request, the Mississippi Department of
Insurance contracts with an Independent actuarial flrm which analyzes the
statistical informatlon submlitted with the rate flling. Additional
Information needed by the state’'s actuary |s provided by NCCIl. After
determining a fair rate structure that Insures adequate resources to cover
losses and provides for a equitable return for the insurance Industry, the
rates are approved. (PEER analysis of the most recent workers’
compensation rate Increase determined that the actuary on contract with the
Insurance Department performs a rigorous analysls of all avallable
informatlon prlor to making a recommendation to the Commissioner of
Insurance.)
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The manual rates are applled to payrolls to produce a base premlum or
manual premlum. The base premlum Is only the starting polnt for
determining what an Individual employer will pay for workers’ compensatlon
coverage. The final premium pald |Is dependent on other factors, Including
experlence ratings, premlum dlscounts, retrospectlve ratings, and
dividends. The most Important of these factors |Is experlence ratlng.

Experlence rating Is a mandatory program for policles with annual
premlums of $5,000 and above that compares an Insured’'s past actual
experlence with the average experlence. Those employers that have a good

experlence rating wlill pay a premlum somewhat less than the manual rate.
However, those that have experienced an above average loss experlience (hlgh
number of clalms) willl pay a premium hlgher than the manual rate. Thlis

program rewards those operatlons that promote a safe work environment and
adhere to safety rules.

Premlium dlscounts, simllar In concept to volume purchaslng, apply to
those operatlons that employ a large workforce and therefore pay
substantlal workers’ compensatlon premlums. Premium dlscounts are
approprlate to the pollcy premlum because certaln costs to the Insurance
carrler do not vary directly with the slze of the pollcy.

Retrospectlive rating Is a voluntary program that some carrlers provide
whlich the employer agrees, prlor to the start of the pollcy, to pay for his
own beneflt cost. |In general, the employer and carrler agree to a minimum
and maxImum premlum chargeable regardless of actual cost. This program
rewards safe organlzations with lower premlums. However, If the
organlzatlon has a hlgh accldent rate, the premlum can be upwardly adjusted
to cover the loss.

Some Insurance companles make reductlons to net cost of a pollicy after
a pollcy has explred |If the organlzatlion has had a good loss experlence.
They do this through a "dividend" pald to the pollcyholder.

The flnal premium that Is pald by the employer |Is derlved by applylng
any appllicable rating factors and/or discounts to the base premium.
Because premlums are pald up front on the estimated payroll flgure, the
employer may be requlred to remlt additlional premlums or recelve a credlt
when, at the end of the premlium year, flnal payroll Is calculated.

Recent Rate FlllIngs

The MIsslIsslppl Commissloner of Insurance approved two workers’
compensatlion rate fllings during 1988. The flrst flllng was submltted by
NCCIl to the Insurance Department In May 1987. After analysls and
negotlatlion, a 15.4% overall Increase was approved as of Aprll 1988. (The
Inltlal fllling called for a 28.9% Increase.) Thls flllng was allowed only
after Mlisslissippl’'s actuary analyzed and determined a falr and equltable
Increase. The dlisputed dlfference was over whether Interest earnings on
premiums would be part of the formula In deriving rates. The Insurance
Department’'s positlion that estimated earnings should be Included prevalled.

In addItlon, an 8.0% overall premlum level Increase was granted
effectlve August 1988. Thls Increase was based solely on the effects of
Senate Bl 2401 passed durlng the 1988 Leglslatlve Sesslon. The major
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provision of the blll that necessitated the Increase was the provision that
Increased the maximum weekly benefit from $140 to 66 2/3% of the state
average weekly wage ($198).



WORKERS ° COMPENSATION AND MISSISSIPPI ‘S
LOGGING INDUSTRY

According to the Mississippl Cooperative Extension Service,
MiIsslissippl’s forest Industry harvested and dellvered more than $599
million worth of forest products to mllls and processors Iin 1987.
Severance tax collectlons were $3,502,608.89, with 20¥ thereof returned to
the counties where the timber was harvested.

As previously mentloned, one of the most pressing problems faced by
the raw wood product Industry |Is the cost of workers’ compensation coverage
for laborers Involved In the harvest of timber. The following section
explains the unlque characteristics of this Industry and how these
characteristics combined with the Inherent dangers Involved with the
harvest of raw wood to create an atmosphere that fosters such high workers’
compensation rates.

Work Activity Codes and Compensation Pollcles

Mississippl has two work activity classiflcatlons for employees
Involved with the harvesting of raw wood products. These classlflcatlons
represent a coding system for workers’ compensation manual rates. As
discussed on page 4, the rates are used to derlve the base workers'
compensation premium. The definition and composition of these two logging
classificatlons are discussed below.

Code 2702: Logging and lumberling Including drivers——-This classiflcatlon is
used malnly by the larger logglng companies that are Involved with tree-
length lumbering. These operations are typically more mechanized and,
because the lumber Is delivered tree-length, there Is less handling
therefore less risk. The logging workforce Is generally on the company’s
payroll and therefore Is under the company’'s direct supervision. The
manual rate |s based strictly on company payroll.

Code 2705: Logging and lumbering (pulpwood) Including drlivers—-Thls
classliflcatlon, utlllzed exclusively In eight southern states, Is used
primarlly In "short wood" harvest. The classiflcation was Introduced
primarlly because of the difflculty In obtaining adequate payrol!l records

from the small Informal pulpwood operations that are so prevalent In thils
Industry. In the absence of payroll records, the workers’ compensation
premium for Code 2705 workers Is based on an artlificial payroll. Thls
artiflclal payroll, or "upset payroll," Is calculated by multiplying the

number of cords of wood produced by the state’'s "upset rate."
Mississippl’s upset rate ($3.40) Is an arbitrary rate which was set In the
1960’'s to represent the labor cost of cuttling, haullng, loading, and
unloading a cord of wood. The manual rate Is then applied to the
artiflclal payroll to derive the base premium. Although Mississlippi’s
upset rate has not changed since the 1960's, Increases In insurance
premliums have been accompllIshed by Increases granted In the manual rate.

Workers’' Compensation Pollcles—--In most businesses the employer obtalns and
pays for the workers'’ compensation coverage for all employees. Most
logging operations have some employees that are on company payroll and are
covered under this type of conventional coverage. However, another type of
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pollcy, called a "vendor too" pollcy, Is prevalent In MissliIsslippl. Under
this type of pollcy, a company obtalns coverage for the employees of
Independent loggling operations that dellver raw wood to the lumber company.
The cost of the coverage Is normally deducted from the payment the company
makes to the Independent logglng operatlon for the wood. It Is these
operatlions that Class Code 2705 I|Is meant to serve. |In some Instances the
small Independent logging operatlons obtaln coverage for thelr employees
but thils Is an exception rather than a rule.

Problems Experlenced by Misslisslippl’s
Logglng Industry

Misslisslppl's logglng Industry Is made up largely of small,
Independent logging operations that are Involved wlth the harvest of "short
wood" rather than tree-length logs. Rather than highly mechanlized, these
are typlcally manual operatlons uslng hazardous chaln saws for felllng and
de-1Imbing the trees harvested. |In additlon, chaln saws are used to cut
the logs Into slx- to elght-foot lengths for transportatlion to the wood
yards and/or mllls,

The workforce Is generally not under dlrect supervision of any company
that is concerned about safety, and therefore safety rules are often not
followed. |Individuals are often In street or athletlc shoes rather than
steel toed boots and baseball caps rather than hard hats. The loggers
typlcally use no saw chaps, safety goggles or any other safety equlpment.

In additlon to the dangers Inherent with the Industry there are other
occurrences that ralse the cost of workers‘’ compensatlon coverage;
"slippage" and non-work accldent exposure.

Slippage--Slippage Is a term glven to the wood that Is harvested and
dellvered to a wood yard wlthout workers’ compensation belng taken out on
those that harvest the wood. A company that buys wood that Is harvested by
Indlviduals not covered by workers’ compensation runs the risk of a lawsult
If one of the Indlviduals haullng the wood flles a workers' compensatlon
claim agalnst the company. However, some companles are wllling to take the
risk because the wood harvested wlthout workers’' compensatlon Is less
costly and therefore more profltable.

Another large segment of "sllIppage"” wood Is from local Indlviduals
that declde to harvest some timber and sell the wood to a local wood yard.
The {ocal owners of the wood yard are hesltant not to buy this wood, knhown
as "gatewood," as thls actlon would create bad falth. But to buy gatewood
might put the owner at rlisk for a workers compensatlon clalm by the
Indlividual. In Interviews with PEER, one owner testifled that the
Insurance company carrylng hls workers' compensatlon coverage demanded that
he stop buylng gatewood because of the added risk. However, after so many
complalnts, he persuaded the company to allow hls yard to purchase a very
IImlted amount of gatewood.

Non—-work Related Exposure--Because the company carrylng the workers'
compensatlon coverage does not dlirectly supervise most of the workforce
harvesting the wood, the company could be exposed to a workers'’
compensatlon clalm that did not occur while the Indlvidual was harvesting
tImber for the company.

—8-



Workers' Compensatlon Rate Compar | sons
With Other States

Exhlblt 1, page 10, shows manual rates for work actlvity codes 2702
and 2705 for MlIsslisslippl and surrounding states. The exhlblt Is for
Informatlonal purposes only and readers should not make compar|sons of
rates on the basls of these flgures. The followlng are the reasons why
manual rates for these actlvity codes cannot be dlirectly compared.

DIfferences In classlflcatlon codes--MIsslssippl has both classliflcatlon
codes 2702 and 2705. Alabama and Arkansas have only one code, 2702. In
Alabama and Arkansas the less hazardous tree-length timber Industry Iis
pooled wlth the more hazardous pulpwood industry for workers' compensatlon
rate calculatlon. Therefore, a comparlson between MiIssissippl and Alabama
or Arkansas manual workers' compensatlion rates Is Invalld.

Differences In upset rates for code 2705--Comparing rates of MIsslisslppl
and Loulslana or Tennessee Is compllcated because the states’ upset rates,
rates that represent the labor cost In the harvest of wood (see page 7),
are dlifferent. For example, |f a comparison Is made between MIsslissippl’s
manual rate of $97.82 to Loulslana’'s manual rate of $48.35, It would appear
Misslisslippl‘s premlums would be much higher. However, manual rates and
upset rates are Inversely proportional; |If Loulslana had an upset rate of
$3.40 as does MlIssisslippl, Loulslana’'s manual rate would be $142.24.
Likewlse, |If MIsslisslppl had a $10.00 upset rate as In Loulslana,
MIsslisslippl’'s manual rate would be $33.25. (A change In the state’'s upset
rate wlll not result In lower premlums for purchasers of workers'
compensatlon Insurance coverage. A change In the upset rate would make
Misslissippl’‘s manual rate for Code 2705 appear to be more favorable In
compar Ilson wlth nelghboring states.)

DIfferences In beneflts--A baslc problem In comparling any two states’
workers’ compensatlion rates Is that each state’'s workers' compensatlon laws
are dlfferent. States that have hligher Indemnlty, longer payment per lods,
broader medical coverage, etc. wl!ll have hlgher workers’ compensation
rates. Each state’'s coverage would have to be analyzed and glven some
welght In any compar|son.

Manual rates compared to premlums——-A compar|Ison of manual rates wlll not
give a clear plcture of the cost of workers' compensatlon coverage. As
previously dlscussed, each company has Its own experlence that wll|
slgnliflcantly affect Its premlums. In addlitlon, premlum dlscounts,
retrospectlive rating and dlvidends wlll affect premlums.




EXHIBIT 1

MANUAL WORKERS® COMPENSATION RATES, LOGGING AND LUMBERING
FOR MISSISSIPPI AND CONTIGUOUS STATES

Loggling & Lumbering L & L Pulpwood
State Code 2702 Code 2705
Alabama $25.83 $ ——
Arkansas .oz  m————
Loulslana 42.99 48.36
MISSISSIPPI 32.88 97.82
Tennessee 25.89 32.50

SOURCE: Mlisslissippl Department of Insurance.

NOTE: Thlis chart Is for Informatlon purposes only and numbers should not
be used to compare rates. See page 8 for detalls.




POLICY OPTIONS

Presented below are several administratlve and leglislative optlons
that could be consldered when addressing the workers compensatlion problems
faced by MIssliIsslippl’s logglng Industry. Each optlon has certaln
advantages and dlsadvantages that would need to be taken Into
conslderation.

Comblne MIsslIssippl’s two classlflcatlons Into one--As was done In Alabama,
all of MiIsslisslippl’s logglng workforce could be comblned Into one worker
actlvity classiflcatlon code. This classiflication would base Its premium
on actual payroll or actual contract price of the wood rather than usling
the upset payroll method.

Under the current productlon based (upset payroll) system, efflclent,
mechanlzed pulpwood operatlons are penallzed because the larger timber
harvest with speclallzed equlpment wll! produce more cords of pulp thus
requliring more workers’ compensatlon premlum. However, under the proposed
one classliflcatlon optlon, workers In the larger, more mechanlzed
operatlions would be comblned Into the same Insurance pool for purposes of
workers compensatlion as workers In the more hazardous pulpwood operatlons.
Comblning the lower risk operatlons with the hlgher risk pulpwood
operatlions wlll I|lkely reduce premlum rates for those Indlviduals
class|fled under 2705 (pulpwood) and Increase the premlum rates for those
classifled under 2702.

Establish a new classliflcatlion for highly mechanlzed operatlions--1In
conjunctlion with NCCI, the MIssiIsslippl Department of Insurance should
determine the feaslblllty of establishing a new classliflcatlon for
mechanlzed loggling operatlions. Thls category would Include all mechanl|zed
loggling operatlions, whether short wood or tree-length. The ratlonale
behind thils optlon Is that modern machlnery used In many pulpwood and tree-
length operatlons can be operated wlthout slignificant risk to the operator.
This type of operatlion exposes the logger to much less risk although the
productlon Increases. Slince the premlium for Code 2705 Is based on the
number of cords of wood produced, the more mechanlzed pulpwood producer has
a larger basls of premlum desplte a decrease In exposure. Thls new
classiflcatlon would result In lower workers’ compensatlon rates for the
mechanlzed logglng operatlons but would cause the manual logglng rates to
Increase.

Redefline the independent contractor sectlon of the Workers’ Compensatlion
statute—--Thils optlon, requiring leglslative actlon, would clearly establish
all Independent logging operations as Independent contractors. Currently,
wood yards are conslidered the employer, for workers’ compensatlon purposes,
of all people that are Involved In the harvest of the trees dellvered to
the wood yard. Under thls optlon, wood yards and mllls would not be llable
for any workers' compensatlon clalms from Independent loggling operatlons.
However, under thls optlon, many of the smaller pulpwood operatlions (less
than flve employees) would not obtaln coverage for thelr employees. This
would leave many workers wlthout workers’ compensatlon coverage If an
accldent should occur. In many Instances the people most needing such
coverage would be uncovered.
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Statutorlly requlre workers’' compensatlion coverage on the entlire workforce
harvesting all wood—Currently small operatlions (fewer than flve employees)
are exempt from the workers’ compensatlion law. Many of these people are
carrled on the workers’' compensatlion pollcy of the wood yard or mill.
However, many are not covered by any pollcy. Thls leglslatlive option would
requlre that every operatlon, regardless of slze, obtaln workers'
compensatlon coverage for Its workforce. Thls would requlre the prilvate
landowner to obtaln coverage for himself or hils hired help before
harvestling and selllng timber to a local woodyard. Thls requlrement would
prove unpopular to many landowners but would Insure that all wood harvested
would have workers’ compensatlion coverage. Accordlng to offlclals wlth
NCC!, thls would reduce premlums for current pollcy holders because a
larger premlum base would be collected.

Controlllng Losses

The best and arguably the only sure way to reduce workers'
compensatlion rates Is by reduclng accldents. Although accldents wlll never
be completely elimlnated, a workforce that practlces good safety rules,
recognlzes unsafe working condltlons and conslistently wears approprlate
protectlion apparel wlll reduce the number and/or lessen the severlty of
accldents. Durlng Interviews with PEER, offliclals with logglng operations
and the insurance Industry stated the need for a safety educatlon program
for Indlviduals Involved In the harvest of raw forest products.

Both the MliIsslissippl Cooperative Extenslon Service and the Amerlcan
Pulpwood Assoclatlon have safety educatlon courses offered to varlous large
and small logglng operatlons throughout the state. However, there Is no
Immedlate beneflt galned and because particlipatlion takes workers out of the
woods, most loggers choose not to attend such courses.

Recommendat lon

Regardless of actlon taken on the policy optlons previously presented,
PEER recommends that the Insurance Department’'s Ratling Dlvislon, the
organlzatlon that oversees the NCCI rate fllings, negotlate with the NCCI
and the Mississippl Cooperative Extenslon Service to secure a reductlion In
workers’ compensatlion rates for those employees that compliete an extenslve
safety tralning program. Thls program would work simllar to programs that
reduce auto Insurance rates when covered young drivers complete a driver's
educatlon class. Expense for the program should be spllt between the
Insurance Industry and the loggling operations.
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APPEND I X

GLOSSARY

Base premlum--Workers' compensatlion premlum before any systemlc
modlflcatlons such as experlence modlflers, premlium
dlscounts, etc.

Final premlum—-The actual premlium pald by an employer after all systemlic
modlflcatlons have been applled.

Manual rate--Thls |Is the base workers’ compensatlon rate used by the
Insurance Industry to wrlte workers’ compensatlion policles.
The term manual rate Is used because the rates are publlshed
In a bound manual and has nothing to do with manual labor.

Slippage--Wood that Is harvested wlthout workers’' compensatlion coverage
belng taken out on the loggers.

Upset payroll--Derlved by multiplylng the upset rate by the number of cords
produced, the upset payroll Is multiplled by the manual
workers'’' compensatlion rate to derlve the base workers'
compensatlion premium.

Upset rate--An artiflclal dollar flgure that represents the labor cost In
cutting, loadlng, haullng, and unloading wood. Thlis flgure Is
used In calculating workers' compensatlion premlums for
employees whose work actlvity classiflcatlon Is 2705 (loggling
and lumbering [pulpwood]).
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