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WCB Rate Adequacy Review:
A Step in the Right Direction

Workers’ Compensation Board Seeks to Bring Formality
To Ratemaking Process for Trusts )

he recent rate adequacy reviews
conducted by the New York State
Workers’ Compensation Board
(WCB) on the state’s group self-
insured trusts are being seen by most as a
good step in bringing formality to the rate-
making process. Those who manage trusts
and those who compete with them agree
that the WCB will be more effective as a
regulator of, and an authority on, the trusts
now that it reviews rates in a prospective
manner as opposed to retrospectively.
There are, of course, differing opinions
as to the impact that these reviews will
have on group self-insured trusts’ rates.
Additionally, the overall arguments for
and against the practicality of trusts as an
alternative to safety groups and standard
carriers still exist. Trust managers continue
to maintain that trusts serve as a com-
petitively priced, service-oriented workers’
compensation option for the right employ-
ers; critics continue to hold that the risks
associated with trusts far outweigh any
benefit, particularly the risk of joint and
several liability (see sidebar — pg. 10).

Calling for Review
News of the rate adequacy review came
in the form of a July 27, 2006 letter from
the WCB to the state’s group self-insured
trusts requesting that they submit a rate
adequacy review that supports the rates
that they will charge as of January 1, 2007.
“The rate analysis should be prepared by
a qualified actuary and should clearly
identify the breakeven rate and assump-
tions therein,” the letter states. “This rate
analysis should become the foundation
for pro-forma financial statements. Any
deviation from the breakeven rates should
be identified and justified.”

According to Mary Beth Woods, direc-
tor of licensing for the WCB, the review

was sought to allow the board the ability
to make changes in the rate structure, if
needed, before rates go into effect, rather
than after.

Rich Flaherty, president and CEO
of First Cardinal LLC, a Latham, N.Y.-
based administrator of self-insured trusts,
explained that, in the past, trusts would
file their annual statements with the board
four months after the year ended. At that
time, Flaherty said, the state would know
whether the trusts had set the proper
rates. “Basically,” said Flaherty, “Sixteen
months after the rates were issued, that’s
when [the board] knew whether [the
trusts’ rates] were correct or not.”

He added that, before the rate ade-
quacy treview, a trust could, if it wanted
to, come up with an arbitrary discounted
rate. “Now you can't do that,” Flaherty
said. “Now you have to have an actuary
approve your discounts.”

Over the last couple of years, Flaherty
said, the WCB has increased its oversight
of the state’s trusts — meeting frequently
with trusts’ board members and educat-
ing them as to what their responsibilities
are. Additionally, Flaherty said that the
WCB has been diligent in reporting which
trusts are adequately funded, and which
are under-funded.

Now that the WCB has taken a further
step — conducting the rate adequacy reviews,
Flaherty said, “We [First Cardinal] think it’s
great.” He added, “It’s so logical ~ they should
have been doing this from the get-go.”

Flaherty said that the state is now
formalizing, for all trusts, standards that
responsible trusts have held themselves
to all along.

Funding

But, according to an article that appeared

(NLY. Self-Insured W.C. Trusts: Rising
Prices and Broker Concerns), writ-
ten by Adam Friedlander, president of
Friedlander Group, a group manager of
four workers’ compensation safety groups,

while the rate adequacy review may simply
be a formality for some trusts, it could
expose artificially low rates that others
have been charging. “The inadequate rates
that many workers’) compensation self-
insured trusts charge may increase effective
January 1, 2007, due to imminent changes

in regulations from the New York Workers’
Compensation Board, Friedlander wrote.
His article also held, “Many trusts charged
inadequate rates to cover the ultimate
development_of all expenses, including
reserves, administrative expenses, assess-
ments, and reinsurance.”

To support this contention, Friedlander
noted that, in addition to five trusts clos-
ing down in 2006, 44 percent of trusts in

the state are deemed “under-funded” by
the WCB.

Woods said that the board defines
under-funded as a trust with assets under
90 percent of liabilities.

Friedlander said that inadequate fund-
ing has long been the biggest issue facing
trusts. “The bottom line is that theyre
not collecting enough money to cover

their expenses,” he said. “I don’t know the

specific reason why they’re under-funded,
[ just know that the fact is they don’t col-
lect enough money, due to their pricing,
for what they’re offering.”

Asked if the issue of under-fund-
ing was indicative of a few misman-
aged trusts, or whether it was a larger
issue with trusts in general, Friedlander
said, “When you consider that almost
half of them are either under-funded or
closed, then I think those numbers speak
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for themselves.”
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