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Introduction

his brochure provides an overview for
sf-insuring an employer’ sliability under the
workers compensation laws of Pennsylvania

There are two types of sdlf-insurance available to
employersin Pennsylvania: Individual Sdlf-Insur-
ance and Group Sdf-Insurance.

With proper resources and commitment, sdf-
insurance can have bendficid resultsfor both employ-
ersand thar injured workers

Employers may redize financid savings through
sf-insurance, while injured workers may gain through
the receipt of more timely and effective benefits.

Conversdly, an employer may have adverse results
from sdf-insurance, even when it does dl theright
things. For that reason, sdf-insuranceis not for
everyone.

Employers seriousin their purauit of this option
should thoroughly andyze the potentid financid and
lega consequences they may incur by being sdif-
insured.



Individual Self-Insurance

To sf-insure workers compensation liability
means that an employer is permitted by the
Department of Labor and Industry (Department)
to maintain responsibility for payment and
adminigtration of the workers compensation
benefits due to its injured employees, rather than
transferring that responsbility to an insurance
carrier.

Under Section 305 of the Workers Compensation
Act and Section 305 of the Pennsylvania Occupetiona
Disease Act, an employer liable for payment of
benefits may be granted an exemption from the
necessity of insuring payment of its liability with an
authorized insurance carrier. That grant of an
exemption is commonly known as self-insurance
status.

An exemption is based on the employer’s
demonstration to the Department that it has the
financia ability to pay the compensation provided
under the Acts. A sdlf-insured employer generdly
pays itsworkers compensation liability, and the
expenses asociated with the adminigtration and
defense of that liability, from its earnings and
genera assets. There are, however, a number of
self-insured employers who pay their liabilities and
expenses from reserve accounts or trust funds
dedicated to finance their saf-insurance programs.




How do I apply for individual
Self-Insurance?

An employer interested in being consdered for sdf-
insurance Satus must file an goplication with the
Department’ s Bureau of Workers Compensation
(Bureau). The application asks basic questions about
the employer, reating to such issues as its legd
makeup and length of time in busness. It dso asks for
information on the employer’s workers compensation
exposure and recant insurance expearience in Pennsylvania.

Along with the application, the employer must
submit its latest audited financial statements. These
statements are analyzed to determine if the
employer has the financid ability to be approved for
self-insurance. The Bureau considers the current
condition and recent operating results of the employer.
If weskness in either of these aress is evident, the
application may be denied.

A serious workers compensation claim can be
very expensive, possibly costing a million dollars or
more. Such claims can aso require payout of a
sgnificant amount of money over a short period of
time, especialy for life-sustaining medical services.
Because of this, the Bureau also considers an
employer’s financial capacity to handle its potentia
workers compensation exposure in making a decision
on its application.

The employer can reduce its exposure to large loss
claims by purchasing excess insurance with a
licensed workers compensation insurance carrier.



A subgdiary of aparent company may request sdif-
insurance status through incluson on an application
submitted by the parent. Under that circumstance,
the parent must guarantee the payment of the
subsidiary’s liability. The Bureau then reviews the
parent’s consolidated financial statements to
determine if the financid ability required for sdf-
insurance exists.

Even dfter the Bureau determines that an employer
possesses the financia ability, the employer must
meet certain additional requirements before it is
issued a permit granting it self-insurance status.

Primary among those requirements is the provison
of security covering the future workers compensation
ligbility. The sdf-insured employer can post a letter
of credit, a surety bond or government securities
held under trust agreement to satisfy its workers
compensation security requirement. The Bureau sets
the required amount of security based on regulations.

Payments on a workers compensation claim
could be required for a very long time. Unfortunately,
an employer’s current financia strength is no
guarantee that it will be able to pay the long-term
liability of sdf-insurance. The employer’s financia
makeup could decline over time or it could even file
for bankruptcy or go out of business. Should that
occur, the Bureau would use the security to continue
the payment of benefits to the injured workers.

Other requirements an employer may be required
to meet before a self-insurance permit is issued
include:

s Evidence that excess insurance has been




obtained in a deductible amount and coverage limit
acceptable to the Bureau.

: Proof that the employer has competent personnel
within its organization and adequate fcilities to
service and handle workers compensation clams
agang it, or that it has retained the services of a
registered clams service company for that purpose.

. Establishment of a restricted account or trust

fund to finance the employer’s self-insurance
lighility.

An initid self-insurance permit is generaly valid
for one year. It could, however, be vaid for a
dightly shorter or longer period, depending on the
availability of the employer’s next audited financial
statement. Should the employer wish to continue
sf-insurance, a renewa application mugt be submitted
two months prior to the termination of the current
permit.

Group Self-Insurance

Group sdf-insurance is
available when five or
more employers pool their
resources for the purpose
of satisfying the workers
compensation liability of
each member of the
group.

Group sdf-insurance gives
members the opportunity to redize the advantages



of sdf-insurance, which indudes a stabilization of costs
and improved loss control.

Five or more “homogeneous’ employers with aggre-
gate net worth of no lessthan $1.0 million and arequired
amount of combined annud premium may be dlowed
by the Bureau to form a group sdlf-insurance fund. The
Workers Compensation Act defines homogeneous
employers to be employers assgned to the same dlassifi-
cation seriesor employers engaged in the same or Smilar
types of business.

As of 2002, the combined annua premium required
to form afund is $600,000. This amount may be
adjusted annudly by the Bureaul.

Each fund member mugt execute a trust agreament
making it jointly and independently liable for the
payment of each and every other member’s workers’
compensation obligations.

A prospective group sdlf-insurance fund must
submit an gpplication to the Bureau for authorizetion
to operate under the Act. The application must
include the trust agreement, information on the
aggregate workers' compensation losses of the
prospective members and excess insurance proposas.

Each prospective member of a fund must dso file
an application with the Bureau. If the Bureau
determines that the applicant-fund complies with
the Act, demonstrates with reasonable certainty that
it will meet al obligations incurred under the Act by
its members, and meets the conditions outlined in
this pamphlet, the Bureau may gpprove the gpplication.

Asof 2002, approximately 825 employersin




Pennsylvaniaare participating in 18 approved group
self-insurance funds, paying about $44 million in
contributions into the group funds.

Sdf-insured groups include schoal digtricts, munici-
pdities, nurang homes, hospitds and hedth programs,
trangportation employers, trucking companies and
foundry operations.

Additional Requirements

In addition to continuing to meet the requirements
outlined above, a sdf-insured employer or a group
sdf-insurance fund must demondtrate that it has
established and maintains an adequate safety
program to maintain its sdf-insurance status.

Among other things, an adequate program
includes the employment of qudified safety personnel
or contracting for the services of such personnd.
The sdlf-insurer or group self-insurer is required to
report on the details of its safety program on a form
provided by the Bureau.

-

For details on the requirements of a self-insured
employer’s safety program, please contact;

Bureau of Workers Compensation
Hedlth and Safety Section
1171 South Cameron Street, Room 324
Harrisburg, PA 17104-2501
(717) 772-1917




[ Assessments ]

Sdf-insured employers and group self-insurance funds
are required to pay assessments for financing pecid funds
created under the Workers Compensation Act, including
the Administration Fund, the Subsequent Injury Fund and
the Supersedeas Fund.

These assessments are based on the pro rata share of a
sdf-insured employer’s or group sdf-insured’ s payout for
benefitsin agiven year againg the total payout for benefits
by dl insurance carriers, sef-insured employers, and group
sf-insurance funds. In addition, saf-insured employers

and group self-insurance funds are required to pay
assessments for the maintenance of the Sdf-Insurance

Guaranty Fund. This Fund finances the continuation of
benefits to the injured employees of bankrupt sdlf-
insured employers or group self-insurersif the security
posted by the employer or group runs out.

New sdf-insured employers and group self-insurers pay
an initid assessment into the Guaranty Fund of one-half of
one percent of their annua standard premium for work-
ers compensation insurance prior to becoming sdf-insured.
All current sdf-insured employers and group self-insurers
may be assessed to maintain the Fund depending on the
amount of payout from it, up to a maximum annual assess-
ment of one percent of their annual amounts of compensa
tion paid.
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Advantages & Disadvantages
of Self-Insuring

A well managed sdlf-insurance program can give an
employer better control over the administration and
defense of its workers compensation ligbility. The
sf-insured employer decides who handles, investigates
and defends clams againg it.

It dso decides whether to accept, deny or chalenge
a clam based on its immediate knowledge of the
Stuation. Such control frequently results in lower
workers compensation losses and financial savings.
The sdf-insured employer adso generaly redizes more
immediate benefits from better claims management
and successful safety programs than occurs under an
insured arrangement.

Conversely, a proper self-insurance program
involves a substantial commitment of resources and
effort. Even with that commitment, however, the sdlf-
insurer may not see any financiad savings due to the
sometime random nature of workers compensation
losses.

In the final analysis, employers must decide for
themsdlves if sdlf-insurance is right for them. If you
have any questions regarding self-insurance, please
contact:

Bureau of Workers Compensation
Self-Insurance Division
1171 South Cameron Street, Room 324
Harrisburg, PA  17104-2501
(717) 783-4476



How can | obtain a copy of the
Workers” Compensation Act?

The Workers Compensation Act is available
on the web at:

www.datepaus
PA Keyword: “workers comp”

And/or a copy may be purchased fromthe
PA Sate Bookstore at:

State Bookstore of PA
Plaza L evel
Commonwealth Keystone Building
400 North Street
Harrisburg, PA 17120
(717) 787-5109
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