
30 · October 2004 · CleanerTimes

FINANCIAL

Workers' Comp
Protecting and Protecting
by Mark E. Battersby

usiness owners
across the country are facing

big hikes in workers' com-
pensation rates. In Alaska, work-

ers' compensation insurance rates
will rise more than 20 percent in

2004. California has permitted high-
er workers' compensation insurance

rates to keep its system afloat. Gov-
ernment officials in Texas report a devel-

oping workers' compensation crises. West
Virginia claims the highest workers' com-

pensation costs per covered employee, and
recently enacted legislation to control those 

costs. Results are not expected for several yearsÐ
if the legislation survives several court challenges.

Every pressure cleaning contractor and equip-
ment dealer needs the safety net from employee law-

suits provided by workers' compensation insurance; just
as every worker needs the protection provided by th e work-

ers' compensation system. The workers' compensation sys-
tem was developed to promptly compensate employees who

are injured or become ill in the workplaceÐany work place. 
In other words, workers' compensation compensates

employees who are injured or become ill at work wit hout the
necessity of assessing blame. Workers' compensation acts in
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place of a lawsuit against the pres-
sure cleaning business. Under our
laws, every employer is, after all,
liable for injuries or sicknesses that
arise out of, and in the course of,
employment.

Workers' compensation is a pro-
gram that began in the early 1900s.
The program requires employers
to provide health insurance and
cash benefits to employees hurt on
the job. Unfortunately, workers' com-
pensation insurance is not only re-
quired of businesses, it has become
a significant expense in most pres-
sure cleaning businesses. What's
more, workers' compensation insur-
ance is well on its way to becoming
one of the biggest and fastest rising
expenses in many businesses.

The Insurance Information Insti-
tute, a New York City-based research
organization, estimates the aver-
age cost of workers' compensation
insurance nationwide has increased
50 percent since 2000. In Florida for
instance, workers' compensation 
premiums rose by nearly 14 per-
cent in 2003.
Paying and Paying Plenty

Under workers' compensation, a
pressure cleaning contractor or
equipment business is required to
pay an employee benefitsÐusually
lost wages and medical billsÐand
those benefits are the only benefits
the worker can receive for his or
her injury or illness. In return for
guaranteed benefits, the employee
doesn't have to prove that his or
her employer was at faultÐany
work-related injury is covered.

Each state has its own workers'
compensation system. And while each
system is different, there are many
similarities. Every state, for instance,
requires employers to buy workers'
compensation insurance to cover ben-
efit payments. A few states exempt
employers with a certain number of
employees from buying workers'
compensation insurance. A few states
exempt employers with fewer than
three, four, or five employees from
workers' compensation requirements.

However, even if your pressure
cleaning business is not covered
by workers' compensation laws, if
you have any employees, insur-
ance may be a prudent move in
today's litigious society. After all,
without workers' compensation
insurance, employees can sue the
businessÐas well as its owner or
ownersÐfor negligence. And a neg-
ligence lawsuit can result in huge
damage awards and court costs.

In general, under workers' compen-
sation, all employees are covered,

including part-time employees and
minors. Independent contractors, as
well as sole proprietors and part-
ners are rarely covered. Similarly,
members of the employer's family
who live with the employer, some agri-
cultural workers, people who work
at home, and employees who work
only occasionally are not covered.
Why Are Workers' Compensation
Premiums So High?

Many experts place the blame
for skyrocketing workers' compen-
sation rates on the medical care
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crises. After all, workers' compen-
sation pays for medical expenses
resulting from on-the-job accidents
and work-related illnesses. Thus, a
workers' compensation insurance
policy may pay medical benefits,
disability income benefits, reha-
bilitation benefits, or death bene-
fits. Some workers' compensation
policies also provide employer-
liability insurance for damages 
arising from employment-related
accidents or diseases. And the cost
of those benefits is also increasing at
a record pace. 

Although workers' compensa-
tion insurance can be costly for a
small pressure cleaning business, 
our lawmakers are trying to con-
trol those costs. New laws enacted
in the late 1980s, for example, al-
low the use of ªpreferred provi-
dersº to curb medical care costs.
Other, more recent changes have
resulted in a faster back-to-work
process, increased emphasis on

fraud detection and better price
competition among insurers.

The National Council on Com-
pensation Insurance (NCCI) sets the
standards for workers' compensation
insurance premiums and uses more
than 600 industry classifications to
help figure those premiums. State-by-
state regulations further complicate
the formula, so it is not unusual for
any business to overpay for work-
ers' compensation insurance. After
all, few contractors or equipment
dealers check that the employees
of their business are properly clas-
sified by the insurer.

Even though the states mandate
workers' compensation, they don't
set the premiums but merely approve
the rates. Beyond the differences in
rates charged, there can also be large
discretionary credits offered to larg-
er employers and denied to a small
pressure cleaning business. All-
too-often, underpricing, has led 
to insurance companies failing,

dropping unprofitable linesÐor
increasing rates.

In setting rates, the NCCI doesn't
consider tips and gratuities, group
insurance premiums, or the value 
of employee awards. Among the
payroll items considered are em-
ployee commissions, bonuses, over-
time, holiday, vacation, sick-pay,
incentive plans, profit-sharing 
plans, the value of meals provided
by the employer, and even the 
value of store certificates or mer-
chandise given to employees.
The Sky Is the Limit

As mentioned, a variety of factors
is pushing workers' compensation
premiums through the roof. At the
forefront is health-care costs, accord-
ing to many experts. As health-care
costs have gone up, workers' com-
pensation have also risen.

Meanwhile, the increase in liti-
gation has also impacted workers'
compensation costs. Over the past
decade, many states have loosened
rules on where lawyers can adver-
tise. As a result, experts say, lawyers
can easily target people hurt on the
job and take claims to court rather
than settling them out of court with
the employer and insurer, which is
what workers' compensation system
was designed for.

In the nineties, states like Cali-
fornia and Missouri deregulated
the workers' compensation market,
allowing private insurers to set their
own rates. Competition for workers'
compensation business became
fierce. To win market share, many
insurance companies tried to un-
dercut their rivals; several went out
of business. With fewer companies
in the market, there is now less
competition, higher rates, and less
monitoring of workers' compensa-
tion fraud. In fact, in California, the
number of fraud cases prosecuted 
by district attorneys fell by more
than 30 percent between 1990 and
2000, and again in 2001 and 2002.
Fighting the System

To address the workers' com-
pensation crises, state legislatures
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have begun to pass reform bills.
Missouri stimulated competition in
the workers' compensation market by
forcing the state workers' compen-
sation insurer to compete with private
carriers. Oregon pioneered the use 
of managed-care controls in workers'
compensation health insurance. In 
the past year, Florida passed re-
forms that will reduce 2004 workers'
compensation rates by more than
14 percent by defining injuries more
objectively and preventing lawyers
from receiving hourly workers' com-
pensation litigation fees.

Last October, California passed a
reform to control medical costs by
increasing the penalties for fraud,
encouraging generic drug use, and
promoting workplace safety.

For their part, since laws don't
require employers to cover them-
selves, many contractors and 
equipment dealers are removing
themselves from workers' com-
pensation. Employers are also
increasing employees' contribu-
tions to other types of health insur-
ance and considering self-insurance
for workers' compensation. Some
businesses are banding together
with other small companies to 
create group self-insurance plans.

Self-insurance can be risky, how-
ever, and group insurance usually
makes every business in the group
liable for others' problems. Self-
insurance might mean lower up-
front costs, but a catastrophic cost 
can hurt your pressure cleaning
businessÐand youÐmore.

Other employers are trying to
keep their workers' compensation
rates low by upgrading safety pre-
cautions. Any employer can improve
workplace safety by inviting an
expert from their insurance com-
pany to assess the workplace. Many
insurers will provide free inspec-
tions if asked.

Other pressure cleaning business
owners and managers feel that they
can't do anything about workers'
compensation costs. To some extent,
they may be right. Shopping for

favorable rates and improved safe-
ty in the workplace hasn't protect-
ed many contractors or dealers from
precipitously higher workers' com-
pensation expenses. 

Like the certainties of death and
taxes, it seems inevitable that work-
ers' compensation insurance expens-
es will rise annually. The U.S. Bureau
of Labor Statistics estimates that
nine percent of U.S. workers submit
workers' compensation claims each
year and that the average lost-time
case exceeds $20,000.

Fortunately, by taking proactive
measures, the average pressure
cleaning business can turn the tide
of rising claims and rising costs.
Remember, however, workers' com-
pensation costs pale in comparison
to the amounts that are often award-
ed by juries for personal injury cases
and other medically-related injuries.
Providing workers' compensation
protection for your workers also
protects you from even higher costs
that can result from worker injuries
and illnesses.CT
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Everyone likes new equipment. But 

Ron Brown doesn't even give it a 

second thought. Both of his 10-year-

old LANDA pressure washers simply 

work too well. ªI have two guys 

washing eight hours a day,º says Ron. 

ªThose machines are worth their 

weight in gold.º And Ron knows his

PHW industrial-grade hot water pres-

sure washers (loaded with safety fea-

tures and backed by sales and service 

support from his local LANDA Dealer) 

will last for many years.

But should the time come¼

Ron knows what he will buy. LANDA . 

For a free demo and additional information, please call us at 

800.64.LANDA (645.2632) or visit our website at www.landa.com .

Ð Ron Brown, Refrigeration Contractors

ªI'd Buy A New LANDA¼
If I Needed One.º

BUILT TO LAST¼SAFE TO USE


