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Introduction

The Postal Service is subject to the Federal Employees’ Compensation Act (FECA).  Accordingly, the Office of Workers’ Compensation Programs (OWCP) of the Department of Labor (DOL) manages the workers’ compensation program for Postal Service claimants.  The Postal Service is billed annually by the OWCP for reimbursement of all payments made to, or on behalf of, Postal Service workers’ compensation claimants over the course of the prior OWCP “chargeback year”  (July 1 through June 30).  With its reimbursement billing, the OWCP also charges the Postal Service a pro-rata share of its estimated administrative costs.

The annual Postal Service workers’ compensation expense is comprised of three components:  (1) the net present value of the total estimated long-term liability and current year payments for those claims which first become active during the current chargeback year, (2) adjustments to the estimate of the existing liability for claims that first became active in prior years, and (3) the pro-rata share of OWCP administrative expenses.  Adjustments in the estimated liability result from changes in the number of active claims, cash outlays per claim, and the estimated future duration of claims.  Separate liability estimations are made for (1) future costs arising from payments to be provided as compensation to injured postal claimants and their survivors (“compensation” claims) and (2) costs arising from future medical payments on behalf of injured postal claimants (“medical” claims).  

In reporting its financial results, the Postal Service uses the workers’ compensation estimation model to determine the year-end liability.  Changes in that liability relative to the end of the prior fiscal year represent an expense component.  In its estimations, the model uses payment data provided by the OWCP.  These data are summarized to prepare data by year of injury and severity of injury.  These summary OWCP data, including paid claims, average costs per claim, and a distribution of claimant age at time of injury, are used as estimation model input. 
Since Fiscal Year 1991, the Postal Service has used the “extended age” estimation model.  This model uses actual historic claimant transition ratios, or derivations of the mathematical likelihood of claims being paid in the next year, to estimate “surviving” claims that will be paid in future years.  These transition ratios are used to estimate surviving claims for the first twenty-five payment years.  After twenty-five years of payment, claims are deemed to be permanent and the numbers of subsequent surviving claims are estimated using life annuity tables in conjunction with the claimant age at time of injury distribution.  Prior to the adoption of the “extended age“ model, the Postal Service used a model that assumed all claims became permanent after eight payment years.  
An important component of the workers’ compensation liability and expense estimation is the net discount factor used to determine the present value of estimated future payments.  From Fiscal Year 1999 until Fiscal Year 2003, the Postal Service used net discount factors of 1.4% for medical claims and 3.0% for compensation claims.  In Fiscal Year 2004, the Postal Service reviewed and adjusted the discount factors.  The new net discount rate factors for Fiscal Year 2004 through the Test Years are -0.8 percent for the medical claims and 3.3 percent for the compensation claims.  Summaries of the discount rate analyses for medical and compensation claims are included at Chapter V of this library reference.  
This library reference is organized as follows:

Chapter I: 
Contains the schedules providing the total workers’ compensation expense separated into its current year and prior year components.  

Chapter II: 
Contains the expense calculation and the model runs supporting the Fiscal Year 2004 expense.

Chapter III: 
Contains the expense calculation and the supporting model runs supporting the Fiscal Year 2005 expense.

Chapter IV: 
Contains the expense calculation and the supporting model runs supporting the Fiscal Year 2006 expense.

Chapter V:  
Includes a brief description of the methodology used to calculate the net discount rates.

Net Discount Rate Calculation

The following is a description of the net discount rate methodology and calculations used to determine workers' compensation liability for compensation claims.  
Net Discount Rate Calculation for Compensation Claims

The net discount rate for compensation claims is a fifty-fifty combination of a five year historical average variance and a ten year prospective average variance of consumer price inflation and interest rates for 5, 10 and 30 year bonds. Exhibit I provides the details of the net discount rate calculation for the compensation claims.  
 First, column (a) shows the projected societal inflation that is provided by the Consumer Price Index for All Urban Consumers.  Second, columns (b), (c), & (d) show the rate of return on government instruments.  The rates are a blend of 30 Year U.S. Bond, 10 Year US Notes, and 5 Year US Notes, with each weighted equally.  Next, columns (e), (f), & (g) show the variance between the inflation and rate of returns.  Column (h) shows the average of the variances of columns (e), (f), & (g).  The 5 year historical average is calculated and a 10 year projected averages is calculated for columns (a) through (h).  Finally, the Discount Rate is calculated by combining the 50% of the 5 year average in column (h) and 50% of the 10 year prospective in column (h).
Net Discount Rate Calculation for Medical Claims

The net discount rate for medical claims is a combination of the following: 25% of a five year historical average variance in medicare cost changes and interest rates for 90-day T-Bills, 5 year and 10 year U.S. Treasury Securities, 25% of a five year historical average variance in USPS workers’ compensation medical cost changes and interest rates for 90-day T-Bills, 5 year and 10 year U.S. Treasury Securities, and 50% of a ten year prospective average variance in medicare inflation and interest rates for 90-day T-Bills, 5 year and 10 year bonds.  Exhibit II provides the details of the net discount rate calculation for the medical claims.   
First, column (a) shows the Medicare Cost Trend based on percentage change in projected average cost per beneficiary.  Second, columns (b), (c), & (d) show the rate of return on government instruments:  Blend of 10 Year US Treasury Securities, 5 Year US Treasury Securities, & 3 Month U.S. Bills, with each weighted equally.  Next, columns (e), (f), & (g) show the variance between the inflation and rate of returns.  Column (h) shows the average of the variances.  Then we calculate the following (1) the 5 year historical average using the three relevant yields and past annual increases in USPS Worker Compensation Medical cost: -3.60 percent, (2) the 5 year historical average using the three relevant yields and past annual increases in USPS Worker Compensation Medicare cost: -0.37 percent, and (3) a 10 year projected average: 0.38 percent.  Finally, the Discount Rate is calculated by taking the 25% of the 5 year historical average of the annual increases in Medicare cost, 25% of the 5 year historical average of the annual increases in USPS Workers’ Compensation Medical cost and 50% of the 10 year prospective average.
