ENROLLMENT 

FOR 

WORKERS’ COMPENSATION

Introduction
One of the major attributes of modern technology is the ability to efficiently accomplish functions that were previously difficult and/or labor intensive.  Enrolling employees for purposes of establishing the level of insurance coverage to which they may be entitled is one of those functions.

Enrollment is the process whereby individual employees select - either individually or the benefit of eligible dependents - various forms of insurance coverage.  Typical insurance coverage’s afforded through an enrollment process include life insurance, short and/or long-term disability benefits, medical protection, and dental coverage.  In addition, enrollment procedures can be designed to provide the opportunity for employees to participate in flexible spending accounts; employer sponsored savings programs and other forms of financial security.

Where enrollment applies to insurance coverage, the process is designed to afford the employee certain discretion and flexibility in determining the type and amount of protection being provided.  While a wide spectrum of available levels of coverage may be offered, frequently the employee can select certain additional levels of protection - perhaps at additional cost to the employee - or select deductible and co-payment arrangements that are responsive to the extent of risk the employee is willing to accept.  For example, an employee with dependent children may opt for certain dental coverage that an older employer may be willing to forego.  Similarly, the selection of a fee-for-service medical arrangement with deductibles and co-payments may be more attractive than receiving care through an HMO or other form of managed care arrangement.

The concept of enrollment for insurance had its origin with the offering of group insurance products.  Group coverage had its genesis following the passage of the original Workers’ Compensation laws.  In response to the desire to hire and retain certain employees, 

employers opted to voluntarily furnish select forms of economic security - generally limited to medical protection - for non-occupational conditions.  Inasmuch as the coverage was voluntary and frequently furnished to select classes of employees, it was necessary to identify the employees to whom coverage was being afforded and also delineate the level of that protection.

This approach to protection varied markedly from that afforded through Workers Compensation.  Under Workers Compensation, the employer purchased a policy of protection affording coverage to those employees eligible for protection under the law.  No effort was made to identify the covered worker or to craft coverage specific to the needs or request of an individual.  A policy afforded uniform income replacement and medical protection to covered workers.

Enrollment procedures - as developed for group insurance - are designed to elicit certain basic items of information.  Under the simplest scenario, enrollment identifies the covered individual(s) and describes the form and level of the protection being selected.  Through subsequent developments, procedures for enrollment have been expanded to afford a wider range of information inclusive of employment history, wage or salary information, the type of occupation the employee is engaged in, and other forms of information pertinent to the individual.  Through the use of current on-line technology, additions, deletions or changes to this information may be communicated periodically (e.g. weekly, monthly, etc.) or updated on an “any change” basis.

As the need for more information relative to the individual employee increases, as the opportunity to direct informational material to the individual is extended, and as interest in affording alternate forms of protection to covered workers continues to grow, there is merit in considering whether some form of enrollment process for Workers’ Compensation may be practical.  The balance of this paper examines some of the positive and negative aspects of developing enrollment procedures for Workers’ Compensation.  A discussion of the merits of the concept may be of benefit to those interested in moving Workers’ Compensation into the twenty-first century.

Positive Features Associated with Enrollment

From the perspective of an insurer, enrollment for Workers Compensation would afford a three-pronged benefit.  In the first place, enrollment would provide an accurate method for determining who is covered.  Policy coverage is traditionally extended to “employees of the employer” without benefit of any specific identification.  This occasionally results in questions being raised following the occurrence of an injury relative to the status of the employee.  An example is the case of an employer retaining the services of an individual for a specific project with the intent of employment status being one of independent contractors.  Following the occurrence of an injury to such an individual, it often appears that adjudicator relies on the severity of the injury as the deciding factor in determining the employment relationship.

On a corresponding level, with the shift from the traditional work environment to more out-servicing of labor services and conducting work at-home, there is greater potential for these potential conflicts to increase in the future.  While the issue of independent contractor status was formerly confined primarily to the construction and trucking industries, the shift of employment to employee-leasing arrangements raises the potential for this type of dispute.  Specifically identifying who is covered and the period of coverage would be one step to resolving these issues.

The second benefit for insurers would be the enhanced ability to adjust payroll exposure during the course of the policy period, collect more accurate payroll information for each covered worker, and to simultaneously identify the appropriate job classification for individual workers.  These benefits operate to ensure the accurate determination of employer payroll and, at the same time, to ensure that that payroll is being assigned to the appropriate occupational classification.  

The current procedure whereby the employer pays premium based upon reported payroll frequently results in “under-reporting”.  Payroll is reported prior to the time of policy issuance and payroll audits are conducted following the conclusion of the policy period.  This approach allows for both the hiding of certain payroll (through off-record payment of wages) and the difficulty of collecting premium after the policy period has expired.  The need is for wage reporting to be linked in some fashion to the information reported for tax and/or unemployment purposes.

The third prong of the insurer benefit is that reporting of payroll information on an individual basis would also result in a more accurate determination of individual classification experience and ultimately a more accurate rate classification scheme.  The payroll information would be more precise for each classification, and correspondingly, when losses occur, those losses would be more directly linked with the specific occupation classification.  

In summary, from the insurer perspective, an enrollment process for Workers Compensation may serve to accurately reflect both the number of covered workers and the level of their compensation.  This permits continual adjustment of the premium to reflect the level of exposure.  It also reduces the potential for employers to fail to report certain workers.  Penalty provisions may have to be included in the case of some reporting failure, but at least the process would be concurrent with the running of the policy period, rather than an effort at adjustment following the end of the policy.

Moving beyond the insurer perspective, enrollment also offers flexibility in the affording of medical coverage in a rapidly changing Worker’s Compensation environment.  A growing number of state programs are developing alternative approaches to the affording of medical care.  States such as California permit managed care arrangements wherein the employee - prior to the onset of injury or illness - may select the treating provider.  Additionally, Montana law places responsibility for a co-payment of charges where treatment is received outside of an approved managed care plan.  Both of these approaches represent decisions made prior to the occurrence of an injury.  Decisions that need to be available to Claim Departments as they adjust claims.

These alternative approaches represent perhaps only the “cutting edge” as to what we are likely to see in the future.  Such alternative approaches to medical coverage are best addressed through an enrollment procedure whereby covered workers and newly hired employees are required to make these selections up front.  The procedure itself would also ensure that the Claim Department would be aware - on the individual claimant level - the selection that has been made.  This would enhance their ability to properly adjust the claim and direct care.  It becomes obvious therefore that enrollment would permit greater flexibility in making the individual employee more responsible for his or her actions both before and subsequent to the workplace injury.

A third and equally important reason to consider enrollment for Workers Compensation lies with the administrative ease of its implementation.  One of the primary obstacles to enrollment in the past has been the administrative difficulty in obtaining and maintaining these records in an efficient fashion.  Previously it would have required the filing of reams of payroll records or paper reports between the employer and the insurer.  These filings would have been part of a paper format that would have inundated Underwriting and Claim Departments. 

Current technology permits the exchange of detailed information between trading partners through electronic formats.  The industry - working through the American National Standards Institute (ANSI) - has developed uniform formats for transmitting enrollment information.  The process which works well for group insurance carriers (and includes detailed information for covered dependents) could be easily adapted for Workers Compensation.  A technology that did not exist ten years ago makes the entire process fairly easy to implement today.  As ANSI and other groups (e.g. WEDI) are engaged in the simplification and standardization of these processes, it would be an appropriate time for the Workers Compensation community to participate in those discussions.

Negative Features Associated with Enrollment

While it is obvious that there are a number of positive features associated with enrollment in terms of what it may provide for Workers Compensation, there are also certain negative features that warrant consideration.  The first, and perhaps primary concern, is the matter of potentially increased administrative costs.  While the technology that has been briefly referenced makes it possible to conduct enrollment through electronic means, this does not mitigate the fact that any process of this type would entail administrative costs and potentially add to the difficulties associated with coverage administration.  Enrollment would represent a new and additional step in the coverage and policy issuance process.  

At a time when all insurers are directing attention toward methods to reduce administrative expenses and create greater efficiencies, this approach would be sending the opposite signal.  It is a time for elimination of administrative procedures, not the introduction of more.

However, there may be an argument that would serve to offset if not completely dispense with that concern.  One of the positive aspects of enrollment is the ability to more accurately and timely obtain payroll information and hence, potentially increase the amount of premium properly owed and subsequently collected for insurance.  The increased premium that would result from more accurate and timely reporting of payroll information may be of a sufficient amount to more than offset these increased administrative costs.

One further impediment to the concept of enrollment also rests with the issue of technology.  When one speaks to the potential of electronic communication between trading partners (the employer and the insurer), one is frequently referring to larger more sophisticated employers who have already purchased or developed such capability.  The smaller employers (and frequently mid-sized employer) may not yet have the capability to electronically connect with the insurer either because of the lack of equipment or the lack of interest in computer technology.  To some extent, the employer who the insurer would likely want to be collecting detailed enrollment information on for coverage and premium purposes, may be just the type of employer least likely to have the equipment or computer capability to accommodate same.

At the same time, the large employer who has both the equipment and technical knowledge may be written through a loss sensitive or self-rated program where the need for collecting accurate payroll and individual data is less critical.  Outside of the ability to derive information on who is covered, the entire concept may be based around an element of the market where it is least needed.  This aspect may serve to re-enforce the previously noted negative of increased administrative costs.

Concluding Observations
This article began with a reference to the ability of modern technology to accomplish what was formerly extremely difficult or labor intensive.  Without question the technology exists today to accomplish procedures which would serve to furnish greater detail of information while at the same time setting forth the opportunity to increase flexibility in the form of coverage that could be provided through Workers’ Compensation.

But while there are many positive features that favor the introduction of enrollment, one must always balance those features against the increased administrative costs that would surely be associated with same.  Whereas that cost might be minimal for larger employers and most national insurers, the associated costs would be significant for those employers and insurers least likely to realize any long-term advantage from the process.

The factor of cost, however, does not in itself justify the total repudiation of the concept.  As one considers some of the features favoring its introduction, it is apparent that there may be a more focused approach wherein the concept could be introduced.  If one considers in turn the potential impact for certain markets (e.g. residual markets) or for select industries (e.g. construction, trucking, employee-leasing), it is obvious that significant areas of potential abuse could be addressed through implementation of an enrollment process.  

Taking a similar tack in terms of employer size - recognizing that many small employers are not electronically connected to on-line systems - one could consider enrollment of employers over a certain premium or employee size.  For example, the concept could be tested for employers who qualify for experience rating (and larger accounts) in order to by-pass those employers where the process would not be economical.  Again, concentrating on employers of that size in selective markets may be another means to refine the process.  

Detailed information relative to who the insurer is covering, more timely collection of the appropriate premiums, and the opportunity for greater flexibility in affording of coverage for injured workers will remain critical needs as the Workers Compensation program enters the twenty-first century.  Enrollment procedures can address those critical issues and this may be a timely opportunity for the industry to experiment with the concept.

