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C S H B  6 0  ( S t a t e  A f f a i r s )

R e p r e s e n t a t i v e  M i k e  M i l l e r  

C h a i r m a n
S t a t e  A f f a i r s  C o m m i t t e e

J o h n  B. C h e n o w  

L e g i s l a t i v e  Coftinse

Y o u r  c o m m i t t e e  a d m i n i s t r a t i v e  a s s i s t a n t  b r o u g h t  o v e r  t h e  

o r i g i n a l  b i l l  w i t h  s e v e r a l  v e r y  s p e c i f i c  c h a n g e s  f o r  i n c o r p o ­

r a t i o n  i n t o  a c o m m i t t e e  s u b s t i t u t e .  B y  t h e  t i m e  I f i n i s h e d ,

I h a d  c h a n g e d  t h e  b i l l  i n  g r e a t  m e a s u r e .  I a m  p r o v i d i n g  

t h i s  m e m o r a n d u m  b y  w a y  o f  e x p l a n a t i o n  o f  t h e  c h a n g e s .

T h e  m o s t  s i g n i f i c a n t  c h a n g e  is t h e  r e d e s i g n a t i o n  o f  a l l  

m a t e r i a l  i n  s e c .  4  o f  t h e  g o v e r n o r ' s  b i l l  as a  n e w  c h a p t e r ,

A S  4 4 . 7 8 .  I p u l l e d  t h i s  m a t e r i a l  f r o m  A S  4 4 . 2 1 ,  w h e r e  

o r i g i n a l l y  p l a c e d  b y  t h e  g o v e r n o r ' s  d r a f t s m a n ,  a n d  m o v e d  it 

b e c a u s e  o f  o u r  d r a f t i n g  p o l i c y  t h a t  t r i e s  t o  k e e p  t h e  p r o ­
v i s i o n s  e s t a b l i s h i n g  t h e  s e v e r a l  e x e c u t i v e  b r a n c h  d e p a r t ­

m e n t s  f r e e  o f  d e t a i l e d  s u b s t a n t i v e  p r o g r a m  r e q u i r e m e n t s .

E a c h  o f  t h e  s u b s e c t i o n s  as s e t  o u t  i n  s e c .  4 o f  t h e  g o v e r n o r ' ;  

b i l l  is d e s i g n a t e d  a s e c t i o n  w i t h i n  A S  4 4 . 7 8 .  T h a t  c h a n g e  

a l o n e  n e c e s s i t a t e d  a c h a n g e  i n  c r o s s - r e f e r e n c e s  t h r o u g h o u t  

t h e  l e g i s l a t i o n .

A t  p a g e  1, l i n e  1 5 ,  I h a v e  d e l e t e d  " b i a l l "  a n d  i n s e r t e d  

" m a y , "  as r e q u e s t e d .

Y o u r  n e x t  r e q u e s t e d  c h a n g e  w a s  t o  i n s e r t  " i f  t h e  R o a r d  o f  

R e g e n t s  f i n d s  t h e  p r o g r a m  is c o n s i s t e n t  w i t h  t h e  m a n a g e m e n t  

p o l i c i e s  o f  t h e  U n i v e r s i t y  o f  A l a s k a "  a t  t h e  e n d  o f  l i n e  16, 

a n d  t h a t  c h a n g e  is m a d e  w i t h  l a n g u a g e  s l i g h t l y  r e v i s e d  f o r  

c l a r i t y  o f  r e f e r e n c e .



R e p r e s e n t a t i v e  M i k e  M i l l e r  

P a g e  2
F e b r u a r y  2 8, 1 9 8 1

Y o u  a s k e d  t h a t  " S u b j e c t  t o  t h e  f i n d i n g s  o f  t h e  B o a r d  o f  R e g e n t s  

u n d e r  (a) o f  t h i s  s e c t i o n , "  b e  a d d e d  a t  t h e  b e g i n n i n g  o f  

A S  1 4 . 2 0 . 5 9 7 ( b ) ;  I h a v e  t r i e d  to d o  s o ,  b u t  f e l t  t h e  n e e d  t o  

r e v i s e  t h e  l a n g u a g e  s o  t h e  r e f e r e n c e  w a s  c l e a r e r .

Y o u r  f i n a l  c h a n g e  a s k e d  t h a t  " a n y "  r e p l a c e  " t h e "  b e f o r e  " r i s k  

m a n a g e m e n t  f u n d ” i n  t h e  s e c o n d  l i n e  o f  t h e  n e w  m a t e r i a l  a d d e d  

b y  A S  4 4 . 2 1 . 0 2 0 ( 1 3 ) .  I u s e d  " a "  r a t h e r  t h a n  " a n y " ,  f o r  o n l y  

o n e  r i s k  m a n a g e m e n t  f u n d  f o r  t h e  U n i v e r s i t y  o f  A l a s k a  i s  

a u t h o r i z e d  b y  A S  1 4 . 4 0 . 2 9 7 .

T h e  o t h e r  d r a f t i n g  c h a n g e s  w e r e  m a d e  o n  m y  i n i t i a t i v e  a n d  

i n c l u d e  t h e  f o l l o w i n g :

T h r o u g h o u t  t h e  b i l l ,  t h e  " p r o g r a m "  e s t a b l i s h e d  i s  t h e  " r i s k  

m a n a g e m e n t  a n d  l o s s  p r o v i s i o n  p r o g r a m " ; t h e  " f u n d "  i s  t h e  

" r i s k  m a n a g e m e n t  f u n d . "

P a g e  2, l i n e  2, a n d  p a g e  4, l i n e  8. " w h i c h  m a y  i n c l u d e  b u t  

n e e d  n o t  b e  l i m i t e d  t o "  is s h o r t e n e d  t o  t h e  s t a n d a r d  " i n c l u d i n g  

b u t  n o t  l i m i t e d  t o " .

P a g e  4, l i n e  15: A S  4 4 . 2 1 . 0 7 0 ( d )  o f  t h e  g o v e r n o r ' s  b i l l  is
r e w r i t t e n  to r e a d :  " U n l e s s  o t h e r w i 3 P  e x p r e s s l y  p r o v i d e d

i n  t h e  a p p r o p r i a t i o n  b i l l " t o  g i v e  g r e a t e r  c e r t a i n t y  t o  w h e r e  

a n  e x c e p t i o n  m a y  b e  f o u n d .  T h e r e  is n o  o t h e r  v e h i c l e  b y  

w h i c h  t h e  a p p r o p r i a t i o n  is m a d e ,  a n d  t h a t  i s  t h e  l o g i c a l  

p l a c e  to i n c o r p o r a t e  a n y  e x c e p t i o n  o r  e x e m p t i o n  t o  t h e  g e n e r a l  

l e g a l  r e q u i r e m e n t .

P a g e  Z ' , l i n e  9: T h e  s e n t e n c e  b e g i n n i n g  " T h e  d e p a r t m e n t  s h a l l

t r a n s f e r  t o  a n  a f f e c t e d  a g e n c y . . . "  is r e a r r a n g e d  a n d  I h o p e  

t h a t  i n  s o  d o i n g  I h a v e  n o t  l o s t  t h e  s e n s e  o f •t h e  s e n t e n c e  -- 

w h a t e v e r  t h a t  m a y  b e .

P a g e  4, l i n e  2 0: A S  4 4 . 7 8 . 0 6 0  is d e r i v e d  f r o m  t h e  l a s t  s e n t e n c e

o f  A S  4 4 . 2 1 . 0 7 0 ( a )  o f  t h e  g o v e r n o r ' s  b i l l ,  e n d  T t h i n k  y o u  

w i l l  a g r e e  is s o  u n r e l a t e d  t o  t h e  m a t e r i a l  I n  A S  4 4 . 7 8 . 0 1 0  

a s  to d e s e r v e  a  s e p a r a t e  s e c t i o n  w i t h  c a p t i o n .  B y  i t s e l f ,  

t h i s  w i l l  h i g h l i g h t  f o r  a g e n c i e s  t h a t  t h e r e  is n o  r e l i e f  
f r o m  l i a b i l i t y  f o r  e n f o r c e m e n t  a n d  t r a i n i n g  p r o v i d e d  b y  t h i s  

l e g i s l a t i o n .

J B C : b l g

E n c l o s u r e
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C o m m i s s i o n e r ,  D e p a r t m e n t  of
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M e m b e r s  of t h e
L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e :

In a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  o f  T i t l e  24 o f  t h e  A l a s k a  
S t a t u t e s ,  t h e  a t t a c h e d  r e p o r t  is s u b m i t t e d  f o r  y o u r  r e v i e w .

A P E R F O R M A N C E  R E V I E W  

O F  T H E
D E P A R T M E N T  O F  A D M I N I S T R A T I O N  
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J u l y  29, 1 9 8 0

G e r a l d  L. W i l k e r s o n ,  C P A  

L e g i s l a t i v e  A u d i t o r  
D i v i s i o n  of L e g i s l a t i v e  A u d i t



P U R P O S E  O F  T H E  R E V I E W

I n  a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  o f  T i t l e  24 o f  t h e  A l a s k a  
S t a t u t e s ,  w e  c o n d u c t e d  a p e r f o r m a n c e  r e v i e w  o f  t h e  D e p a r t m e n t  
o f  A d m i n i s t r a t i o n ,  D i v i s i o n  o f  R i s k  M a n a g e m e n t ,  to d e t e r m i n e  

i f  t h e  a g e n c y  h a s  c o m p l i e d  w i t h  A l a s k a  S t a t u t e s  a n d  h a s  

o p e r a t e d  i n  a n  e f f e c t i v e ,  e f f i c i e n t ,  a n d  e c o n o m i c a l  m a n n e r .
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O R G A N I Z A T I O N  A N D  F U N C T I O N

O r g a n i z a t i o n

R i s k  M a n a g e m e n t  h a s  u n d e r g o n e  s i g n i f i c a n t  o r g a n i z a t i o n a l  
c h a n g e s  s i n c e  F Y  '78. In J u l y  197 8 ,  i t  w a s  t r a n s f e r r e d  
f r o m  t h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n ,  D i v i s i o n  of G e n e r a l  
S e r v i c e s  a n d  S u p p l y ,  t o  t h e  C o m m i s s i o n e r ' s  O f f i c e .  T h e n  in 
J a n u a r y  1980, i t  w a s  m a d e  a s e p a r a t e  d i v i s i o n  w i t h i n  t h e  
D e p a r t m e n t  of A d m i n i s t r a t i o n .  T h e  p u r p o s e  of b o t h  c h a n g e s  
w a s  t o  e m p h a s i z e  t h e  e x i s t e n c e  a n d  i m p o r t a n c e  o f  t h e  S t a t e ' s  
c e n t r a l i z e d  r i s k  m a n a g e m e n t  p r o g r a m  a n d  t o  p r o v i d e  g r e a t e r  
a c c o u n t a b i l i t y  o v e r  i t s  a c t i v i t i e s .

I n  a d d i t i o n ,  R i s k  M a n a g e m e n t  h a s  e x p a n d e d  i n  s i z e  a n d  s c o p e .

I n  J u l y  1 9 7 9 ,  f o u r  a d d i t i o n a l  p r o f e s s i o n a l  s t a f f  p o s i t i o n s  
w e r e  a p p r o v e d ,  i n c r e a s i n g  t h e  t o t a l  n u m b e r  of s t a f f  to 
e i g h t .  T w o  m o r e  c l e r i c a l  p o s i t i o n s  h a v e  b e e n  a p p r o v e d  f o r  
F Y  '81. A t  t h e  t i m e  o f  t h i s  r e p o r t ,  h o w e v e r ,  o n l y  s i x  o f  
t h e  D i v i s i o n ' s  t e n  p o s i t i o n s  a r e  f i l l e d .  T h e s e  are: D i v i s i o n
d i r e c t o r  ( r i s k  m a n a g e r ) ,  c l a i m s  m a g e r ,  c l a i m s  e x a m i n e r ,  
c l a i m s  r e c o v e r y  o f f i c e r ,  c o n t r a c t  r e v i e w  o f f i c e r ,  a n d  s e c r e t a r y .  
W h i l e  t h e  l o s s  c o n t r o l  m a n a g e r  a n d  l o s s  c o n t r o l  e n g i n e e r  
p o s i t i o n s  a r e  b o t h  v a c a n t ,  t h e  c l a i m s  e x a m i n e r  is b e i n g  

c r o s s - t r a i n e d  i n  t h a t  c a p a c i t y .

F u n c t i o n

I n  g e n e r a l ,  R i s k  M a n a g e m e n t  is r e s p o n s i b l e  f o r  p r o t e c t i n g  
t h e  a s s e t s  of th^. S t a t e  f r o m  t h e  r i s k s  o f  a c c i d e n t a l  loss.
T h e  c o s t s  of r i s k  a r e  c o n t r o l l e d  b y  i d e n t i f y i n g  a n d  a n a l y z i n g  
t h o s e  r i s k s  w h i c h  c o n t r i b u t e  t o  loss, a n d  p r o v i d i n g  t h e  
n e c e s s a r y  t r e a t m e n t .  E a c h  c o n t r o l l a b l e  r i s k  w i l l  e i t h e r  be 
r e t a i n e d ,  t r a n s f e r r e d  to a n  i n s u r a n c e  c o m p a n y  o r  o t h e r  
f i n a n c i a l l y  r e s p o n s i b l e  e n t i t y ,  r e d u c e d ,  p r e v e n t e d ,  o r  
e l i m i n a t e d .  T o  d o  t h is, R i s k  M a n a g e m e n t  u t i l i z e s  i t s  o w n  
s t a f f ,  c o o r d i n a t e s  w i t h  l o s s  c o n t r o l  a n d  s a f e t y  p e r s o n n e l  

f r o m  o t h e r  S t a t e  a g e n c i e s ,  a n d  c o n t r a c t s  w i t h  o u t s i d e  c o n ­

s u l t i n g  f i r m s  a n d  b r o k e r s .

I n  p a r t i c u l a r ,  R i s k  M a n a g e m e n t  is r e s p o n s i b l e  f o r  p l a n n i n g  
a n d  s o l i c i t i n g  i n s u r a n c e  c o v e r a g e .  It a l s o  h a n d l e s  r e l a t e d  

f i n a n c i a l  a c t i v i t i e s ,  s u c h  a s  p a y m e n t  of p r e m i u m s  a n d  
r e c e i p t  o f  i n s u r a n c e  r e i m b u r s e m e n t s ,  m o n i t o r i n g  o f  s e l f -  

i n s u r e d  r e t e n t i o n s  a n d  a n g r e g a t e  d e d u c t i b l e s ,  a n d  t r a n s f e r s  

t o  a n d  f r o m  t h i r d  p a r t i e s .

I n  t h e  l a s t  s e v e r a l  y e a r s ,  R i s k  M a n a g e m e n t  h a s  w o r k e d  w i t h  
i t s  b r o k e r s  t o  o b t a i n  i n s u r a n c e  t h a t  is b r o a d e r  i n  c o v e r a g e ,  
b u t  w i t h  t h e  d e d u c t i b l e  p o r t i o n s  e x p a n d e d  so t h a t  " n o r m a l "  
l o s s e s  a r e  c o v e r e d  b y  t h e  J t a t e .
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F I N D I N G S  A N D  R E C O M M E N D A T I O N S

R e c o m m e n d a t i o n  N o .  1

T h e  D i v i s i o n  o f  R i s k  M a n a g e m e n t  s h o u l d  s o l i c i t  p r o p o s a l s  
f r o m  s e v e r a l  m a j o r  i n s u r a n c e  b r o k e r s  p r i o r  t o  e n t e r i n g  i n t o  
F Y  *82 c o n t r a c t s .  F u r t h e r ,  b r o k e r a g e  s e r v i c e s  a n d  c o m p u t e r  
s e r v i c e s  s h o u l d  be o b t a i n e d  f r o m  d i f f e r e n t  s o u r c e s .

M a r s h  & M c L e n n a n ,  Inc. (M/M) h a s  h a n d l e d  s u b s t a n t i a l  p o r ­
t i o n s  o f  t h e  S t a t e ' s  i n s u r a n c e  f o r  t h e  p a s t  s e v e r a l  y e a r s .
I t s  i n v o l v e m e n t  i n  t h e  S t a t e ' s  r i s k  m a n a g e m e n t  p r o g r a m  w a s  
e x p a n d e d  i n  F Y  '78, a n d  t h e  c o m p a n y  h a s  s e r v e d  a s  t h e  S t a t e ' s  
m a j o r  b r o k e r  s i n c e  t h a t  t i m e .  T h e  s c o p e  o f  s e r v i c e s  t o  be 
p r o v i d e d  i n  F Y  '81 i n c l u d e s :

A. S t r u c t u r i n g  a n d  p l a c i n g  a l l  l i n e s  of i n s u r a n c e  f o r  
p r i m a r y  c o v e r a g e .

B. D e v e l o p i n g  a n d  r e c o m m e n d i n g  r i s k  m a n a g e m e n t  p r o g r a m s  

f o r  t h e  S t a t e .  F o r  e x a m p l e ,  M / M  p a r t i c i p a t e d  in
a n  F Y  '80 r e v i e w  o f  A l a s k a ' s  l o s s  c o n t r o l  p r o g r a m ,  
a n d  h a s  a s e p a r a t e  F Y  '81 c o n t r a c t  to e x p a n d  a n d  
i m p l e m e n t  r e c o m m e n d a t i o n s  f r o m  t h a t  r e v i e w .

C. F u r n i s h i n g  o t h e r  s p e c i a l  s e r v i c e s ,  s u c h  as an 
F Y  '79 r e v i e w  o f  t h e  S t a t e ' s  d a t a  p r o c e s s i n g  
s e c u r i t y .

D. D e v e l o p i n g  a n d  u p d a t i n g  S t a t e  p r o p e r t y  v a l u a t i o n s .

E. P r o v i d i n g  a c t u a r i a l  l o s s  p r o j e c t i o n s .

F. P r o v i d i n g  c o m p u t e r  s e r v i c e s  f o r  l o s s  d a t a  
a c c u m u l a t i o n  a n d  c o s t - o f - r i s k  r e p o r t s .  T h e s e  
s e r v i c e s  w e r e  o b t a i n e d  f r o m  a d i f f e r e n t  c o m p a n y  
u n t i l  m i d - F Y  '80. M / M  h a s  p r o v i d e d  t h e m  s i n c e  

t h a t  tim e .

G. A s s i s t i n g  R i c k  M a n a g e m e n t  p e r s o n n e l  in a u d i t s  
o f  c l a i m  a d j u s t m e n t  p r o c e d u r e s .

R i s k  M a n a g e m e n t ' s  d e c i s i o n  in F Y  '78 t o  e x p a n d  i t s  r e l a­
t i o n s h i p  w i t h  M / M  - a n d  t h e n  t o  c o n t i n u e  a n d  e x p a n d  t h a t  
r e l a t i o n s h i p  in F i s c a l  Y e a r s  '79, '80 a n d  '81 - w a s  b a s e d  o n  
a d v i c e  f r o m  p r o f e s s i o n a l  c o n s u l t a n t s ,  M / M ' s  p r o f e s s i o n a l  
r e p u t a t i o n ,  f i n a n c i a l  s t a t u s  a n d  q u a l i t y  o f  s e r v i c e ,  e t c .
I t  s h o u l d  be n o t e d ,  h o w e v e r ,  t h a t  w h e n  the D i v i s i o n  s e l e c t e d
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M / M  i n  F Y  '78 w i t h o u t  f i r s t  s o l i c i t i n g  p r o p o s a l s  f r o m  o t h e r  
b r o k e r s ,  i t  b a c k e d  i t s  d e c i s i o n  i n  p a r t  w i t h  t h e  f o l l o w i n g  
s t a t e m e n t :  " . . . w e  p r o p o s e  t h a t  w e  b e g i n  J u l y  1, 1 9 7 7  t o
s o l i c i t  b r o k e r  p r o p o s a l s  . . . f o r  t h e  F Y  *79 r e n e w a l  . .
T o  o u r  k n o w l e d g e  t h i s  w a s  n e v e r  d o n e  e x c e p t  f o r  e x c e s s  

c o v e r a g e  i n  F Y  '81.

W e  r e c o m m e n d  t h a t  R i s k  M a n a g e m e n t  s o l i c i t  p r o p o s a l s  f r o m  
s e v e r a l  m a j o r  i n s u r a n c e  b r o k e r s  p r i o r  t o  e n t e r i n g  i n t o  F Y  '82 
c o n t r a c t s .  W e  r e c o g n i z e  t h a t  t h i s  is a c o m p l i c a t e d  p r o c e s s ,  
t h a t  i t  m a y  be a p p r o p r i a t e  t o  d e v e l o p  b r o k e r a g e  a g r e e m e n t s  
t h a t  l a s t  s e v e r a l  y e a r s ,  a n d  e v e n  t h a t  M a r s h  & M c L e n n a n  m a y  
p r o v e  t o  be t h e  b e s t  c h o i c e .  H o w e v e r ,  w e  b e l i e v e  t h a t  
i n s u r a n c e  broke'rs h a v e  a r i g h t  t o  c o m p e t e  f o r  t h e  S t a t e ' s  
b u s i n e s s .  In a d d i t i o n ,  g o o d  m a n a g e m e n t  p r o c e d u r e s  d i c t a t e  
t h a t  t h e  D i v i s i o n  d o  s o m e  c o m p a r a t i v e  s h o p p i n g  t o  be s u r e  
t h a t  t h e  S t a t e  i s  g e t t i n g  b r o k e r a g e  s e r v i c e s  t h a t  a r e  n o t  
o n l y  o f  h i g h  q u a l i t y  b u t  a r e  a l s o  c o s t  e f f e c t i v e .

In a d d i t i o n ,  b r o k e r a g e  s e r v i c e s  a n d  c o m p u t e r  s e r v i c e s  s h o u l d  
b e  o b t a i n e d  f r o m  d i f f e r e n t  s o u r c e s .  C u r r e n t l y ,  R i s k  M a n a g e m e n t  
c o n t r a c t s  w i t h  M / M  f o r  m a n a g e m e n t  i n f o r m a t i o n  s e r v i c e s  u n d e r  
a s y s t e m  c a l l e d  " I R I S " .  A m o n g  o t h e r  t h i n g s ,  I R I S  p r o v i d e s  
u n d e r w r i t i n g  d a t a  t o  be u t i l i z e d  b y  t h e  b r o k e r  a n d  r i s k  
m a n a g e r  i n  n e g o t i a t i n g  i n s u r a n c e  c o n t r a c t s  w i t h  u n d e r w r i t e r s .  
T h i s  d a t a  d i r e c t l y  a f f e c t s  p r e m i u m  r a t e s  a n d  i n d i r e c t l y  
a f f e c t s  t h e  b r o k e r ' s  fee. It is i m p o r t a n t ,  t h e r e f o r e ,  t h a t  
t h e  D i v i s i o n  h a v e  a d e q u a t e  c o n t r o l s  o v e r  d a t a  i n p u t  a n d  
o u t p u t  - t h e  m o s t  e f f e c t i v e  w a y  t o  d o  t h i s  is t o  o b t a i n  
c o m p u t e r  s e r v i c e s  f r o m  a n  i n d e p e n d e n t  s o u r c e .

r>

W e  f u r t h e r  s u g g e s t  t h a t  R i s k  M a n a g e m e n t  c o n s i d e r  u s i n g  t h e  
S t a t e ' s  o w n  D i v i s i o n  of D a t a  P r o c e s s i n g  in t h i s  r e g a r d .  If 
t h e  S t a t e  c h a n g e s  b r o k e r s  i n  F Y  '82, c o m p u t e r  s e r v i c e s  w i l l  
p r o b r b l y  c h a n g e  a l s o .  C o m p u t e r  c h a n g e o v e r s  a r e  c o s t l y  a n d  
i n e v i t a b l y  r e s u l t  i n  e r r o r s  a n d  i n f o r m a t i o n  lags. O b t a i n i n g  
s e r v i c e s  i n - h o u s e ,  h o w e v e r ,  w o u l d  a l l o w  f o r  s t a b i l i t y  as 
v;ell a s  g r e a t e r  c o n t r o l  o v e r  t h e  d a t a  itself.

R e c o m m e n d a t i o n  N o .  2

T h e  D i v i s i o n  s h o u l d  s t r e n g t h e n  i t s  p r o c e d u r e s  t o  e n s u r e  t h a t  
f i n a n c i a l  t r a n s a c t i o n s  a r e  m a d e  in a c c o r d a n c e  w i t h  S t a t e  
s t a t u t e s  a n d  t h e  S t a t e  A d m i n i s t r a t i v e  M a n u a l ,  a n d  a r e  p r o p e r l y  
r e c o r d e d  in t h e  S t a t e ' s  a c c o u n t i n g  s y s t e m .

T h i s  is n o t  a f i n a n c i a l  c o m p l i a n c e  a u d i t ,  a n d  a c c o r d i n g l y  we 
d i d  n o t  c o n d u c t  e x t e n s i v e  a u d i t  t e s t s  o f  R i s k  M a n a g e m e n t ' s  

f i n a n c i a l  t r a n s a c t i o n s .  H o w e v e r ,  a m a j o r  c o n c e r n  o f  t h e
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D i v i s i o n  is t h e  e n a c t m e n t  o f  l e g i s l a t i o n  t h a t  w o u l d  c r e a t e  
a  r i s k  m a n a g e m e n t  r e v o l v i n g  f u n d .  R i s k  M a n a g e m e n t  b e l i e v e s  
t h a t  t h i s  m e c h a n i s m  w o u l d  e n a b l e  i t  t o  m o r e  e f f i c i e n t l y  
a d m i n i s t e r  t h e  D i v i s i o n ' s  f i n a n c i a l  a c t i v i t y ,  as w e l l  a s  to 
m o r e  a c c u r a t e l y  m e a s u r e  a n d  a l l o c a t e  t h e  c o s t s  o f  r i s k  
m a n a g e m e n t .  In o r d e r  t o  e v a l u a t e  t h i s  p r o p o s a l ,  w e  r e v i e w e d  
t h e  D i v i s i o n ' s  c u r r e n t  p r o c e d u r e s  f o r  m o n i t o r i n g  a n d  a c c o u n t­

i n g  f o r  f i n a n c i a l  a c t i v i t y .  O u r  r e v i e w  d i s c l o s e d  t h e  f o l­
l o w i n g  p r o b l e m s :

A. F i n a n c i a l  a c t i v i t i e s  f o r  i n d i v i d u a l  c l a i m s  a r e  n o t  

s e p a r a t e l y  i d e n t i f i e d  i n  t h e  S t a t e  a c c o u n t i n g  
s y s t e m  ( P B A ) . In l i e u  of t h i s ,  R i s k  M a n a g e m e n t  
r e l i e s  o n  t h e  c l a i m  d a t a  - s u c h  as t y p e  a n d  d a t e  
o f  c l a i m ,  e s t i m a t e s  o f  p o t e n t i a l  l i a b i l i t y ,  p a y m e n t s  
a n d  r e c o v e r i e s ,  e t c .  - c a p t u r e d  o n  I R I S .  In 
a d d i t i o n ,  s u m m a r y  c l a i m  d a t a  is u s e d  as a b a s i s  
f o r  e n c u m b e r i n g  f u n d s ,  a l l o c a t i n g  t h e  c o s t  o f  r i s k  
a m o n g  S t a t e  a g e n c i e s ,  n e g o t i a t i n g  p r e m i u m  r a t e s ,  

a n d  m o n i t o r i n g  s e l f - i n s u r e d  r e t e n t i o n s  a n d  a g g r e g a t e  

d e d u c t i b l e s .

In m o s t  r e s p e c t s ,  t h e  i n f o r m a t i o n  g e n e r a t e d  b y  

I R I S  is of g r e a t e r  u s e  t o  R i s k  M a n a g e m e n t  t h a n  
i n f o r m a t i o n  i n  P B A  b e c a u s e  i t s  f o r m a t  a n d  d e t a i l s  
a r e  m o r e  r e l e v a n t  t o  t h e  D i v i s i o n ' s  n e e d s .  B e c a u s e  
f i n a n c i a l  d e c i s i o n s  a r e  m a d e  o n  t h e  b a s i s  o f  t h i s  
d a t a ,  h o w e v e r ,  t h e r e  m u s t  b e  s o m e  a s s u r a n c e  t h a t  
a c t u a l  e x p e n d i t u r e s  a n d  r e c e i p t s  - t h a t  is, as 

r e f l e c t e d  i n  P B A  - a r e  b e i n g  r e c c r d e d  c o r r e c t l y  i n  
I R IS. »T h e  f o l l o w i n g  e x a m p l e s  i l l u s t r a t e  t h i s  
p o i n t :

1. I R I S  d a t a  is u s e d  t o  a l l o c a t e  t h e  c o s t  of
r i s k  a m o n g  S t a t e  a g e n c i e s  - if d a t a  is i n­
c o r r e c t l y  r e c o r d e d  i n  I R I S ,  t h e  a g e n c y ' s  c o s t  
a l l o c a t i o n  w i l l  be d i s t o r t e d .  I n d e e d ,  w e  
f o u n d  f i n a n c i a l  r e f e r e n c e s  in c a s e  f i l e s  t h a t  
c o u l d n ' t  b e  t r a c e d  to I R I S  o r  PBA, o r  t h a t  
c o u l d  be t r a c e d  to o n e  s y s t e m  b u t  n o t  t h e  

o t h e r .

2. I R I S  d a t a  is u s e d  a s  a b a s i s  fo:* e n c u m b e r i n g
f u n d s  a n d  m o n i t o r i n g  s e l f - i n s u r e d  r e t e n t i o n s
a n d  a g g r e g a t e  d e d u c t i b l e s .  If e x p e n d i t u r e s  
o r  r e c e i p t s  f o r  a g i v e n  c o v e r a g e  o r  y e a r  a r e  
i n c o r r e c t l y  r e c o r d e d ,  e n c u m b r a n c e s  m a y  be 

i n s u f f i c i e n t  or, a l t e r n a t i v e l y ,  f u n d s  m a y  n o t  
be l a p s e d  a s  r e q u i r e d  b y  law. A l s o ,  u n l e s s
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s e l f - i n s u r e d  r e t e n t i o n s  a r e  p r o p e r l y  m o n i t o r e d ,  
t h e  S t a t e  m a y  p a y  f o r  l o s s e s  w h i c h  s h o u l d  be 

c o v e r e d  b y  i n s u r a n c e .

T o  p r e v e n t  t h e s e  o r  s i m i l a r  p r o b l e m s ,  w e  r e c o m m e n d  
t h a t  R i s k  M a n a g e m e n t  r e c o n c i l e  f i n a n c i a l  t r a n s­
a c t i o n s  r e c o r d e d  i n  P B A  a n d  I R I S  (or a n y  s i m i l a r  
c o m p u t e r  s y s t e m  c o n t r a c t e d  f o r  i n  f u t u r e  y e a r s ) .  
R e c o n c i l i a t i o n  p r o c e d u r e s  s h o u l d  i n c l u d e :

1. A n  a l i g n m e n t  o f  P B A  c o l l o c a t i o n  c o d e s  w i t h

s u m m a r y  d a t a  g e n e r a t e d  b y  IRIS.

2. R o u t i n e  r e c o n c i l i a t i o n s  b e t w e e n  P B A  a n d  I R I S

a t  t h e s e  c o d e  l e v e l s .

3. A u d i t s  o f  c l a i m s  t h a t  i n c l u d e  s t e p s  to
d e t e r m i n e  w h e t h e r  f i n a n c i a l  a c t i v i t y  is 

p r o p e r l y  r e c o r d e d  in I R I S  (see R e c o m m e n d a t i o n  

N o . 3).

B. W e  r e v i e w e d  t h e  m a j o r i t y  o f  R i s k  M a n a g e m e n t ' s
p r i o r  y e a r  e n c u m b r a n c e s  o u t s t a n d i n g  a s  o f  J u n e  30, 
1 9 8 0 .  I t  w a s  o u r  i n t e n t i o n  to d e t e r m i n e  w h e t h e r  
t h o s e  e n c u m b r a n c e s  v/ere v a l i d  a s  d e f i n e d  b y  S e c t i o n s  
6 7 8 0 - 6 7 8 4  o f  t h e  S t a t e  A d m i n i s t r a t i v e  M a n u a l ,  
w h e t h e r  t h e y  w e r e  s u f f i c i e n t  t o  m e e t  a c t u a l  a n d  

e s t i m a t e d  o u t s t a n d i n g  c l a i m s ,  a n d ,  in g e n e r a l ,  t o  
b e c o m e  f a m i l i a r  w i t h  t h e  a c c o u n t i n g  p r o b l e m s  t h a t  
o c c u r  w h e n  c l a i m s  t a k e  s e v e r a l  y e a r s  to c o m p l e t e .  
Howevei', R i s k  M a n a g e m e n t ' s  e n c u m b r a n c e  d o c u m e n t s  
w e r e  n o t  s u p p o r t e d  b y  w o r k s h e e t s  t h a t  s h o w e d  t h e  
s o u r c e  a n d  b a s i s  of a m o u n t s  e n c u m b e r e d .  T h e  r i s k  
m a n a g e r  e x p l a i n e d  t h e  t h e o r e t i c a l  b a s i s  f o r  e n ­
c u m b e r i n g  f u n d s ;  h o w e v e r ,  we w e r e  u n a b l e  to 
v e r i f y  w h e t h e r  t h e  t h e o r y  w a s  a c t u a l l y  a p p l i e d .

W e  a l s o  f o u n d  t h a t  e n c u m b r a n c e s  a r e  n o t  a l w a y s  
u s e d  for t h e i r  s t a t e d  p u r p o s e s .  F o r  e x a m p l e ,  the 
FY '79 f i r e  l o s s  to t h e  S t a t e  E q u i p m e n t  F l e e t ' s  
m a i n  g a r a g e  i n  P a l m e r  w a s  p a i d  f o r  i n  p a r t  as 
f o l l o w s :

1. $ 1 6 5 , 0 0 0  f r o m  C C 0 2 7 1 2 6 ,  a n  e n c u m b r a n c e  f o r  
F Y ' 7 7  f i r e  d a m a g e  to a D i v i s i o n  of A v i a t i o n  
b u i l d i n g  a t  U m i a t ;  a n d

2. $ 3 1 6 , 1 7 5  f r o m  C C 0 2 9 0 3 6 ,  a n  e n c u m b r a n c e  f o r  
F Y ' 7 8  p r o p e r t y  l o s s e s .
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W i t h  t h e  i n t r o d u c t i o n  i n  F Y  '80 a n d  '81 o f  c o n t i n ­
u i n g  a c c o u n t s  f o r  c e r t a i n  c a t e g o r i e s  of losses,- 
R i s k  M a n a g e m e n t  w i l l  n o t  h a v e  t o  go t h r o u g h  t h e  
m e c h a n i c s  o f  e s t a b l i s h i n g  e n c u m b r a n c e s  to p r e v e n t  

f u n d s  f r o m  a u t o m a t i c a l l y  l a p s i n g .  T h e  D i v i s i o n  is 
s t i l l  o b l i g a t e d ,  h o w e v e r ,  t o  r e v i e w  y e a r - e n d  
o b l i g a t i o n s  a n d  t o  l a p s e  f u n d s  a s  a p p r o p r i a t e .
T h i s  p r o c e s s  s h o u l d  b e  s u p p o r t e d  b y  w o r k s h e e t s  

a n d / o r  o t h e r  d o c u m e n t s  t h a t  c l e a r l y  i d e n t i f y  t h e  
s o u r c e  o f  i n f o r m a t i o n  a n d  a n y  c o m p u t a t i o n s  i n v o l v e d .

C. D u r i n g  F Y  *80, s u b r o g a t i o n  r e c o v e r i e s  ( c a s e s  w h e r e  
S t a t e  p r o p e r t y  is d a m a g e d  b y  t h i r d  p a r t i e s )  w e r e  
n o t  d e p o s i t e d  d i r e c t l y  t o  t h e  S t a t e  T r e a s u r y ,  as 
r e q u i r e d  b y  A S . 3 7 . 1 0 . 0 5 0  a n d  t h e  S t a t e  A d m i n i­
s t r a t i v e  M a n u a l  S e c t i o n  6 1 8 5 .  T h e y  w e r e  i n s t e a d  
d e p o s i t e d  in a n  o u t s i d e  t r u s t  a c c o u n t  ( S e e  R e c o m­
m e n d a t i o n  No. 3), a p p a r e n t l y  o n  t h e  t h e o r y  t h a t  
t h e y  s h o u l d  be u s e d  t o  o f f s e t  r e l a t e d  e x p e n d i t u r e s .  
T h e  D i v i s i o n  r e c e n t l y  t r a n s f e r r e d  F Y  '80 s u b r o­
g a t i o n  r e c o v e r i e s  to t h e  d e p a r t m e n t s  w h o  s u f f e r e d  
t h e  l o s s e s ,  a n d  p l a n s  t o  t r a n s m i t  f u t u r e  r e c o v e r y  

c h e c k s  u p o n  r e c e i p t .

R i s k  M a n a g e m e n t  is a c c o u n t a b l e  f o r  i t s  u s e  of S t a t e  f u n d s  - 
a s  such, i t  is r e q u i r e d  t o  c o m p l y  w i t h  S t a t e  l a w s  w h i c h  
g o v e r n  t h e  u s e  o f  t h e s e  f u n d s ,  a n d  t o  m a i n t a i n  a c c u r a t e  a n d  

a u d i t a b l e  r e c o r d s  o f  i t s  f i n a n c i a l  a c t i v i t i e s .  T h e r e f o r e ,  
w e  b e l i e v e  t h e  p r o b l e m s  d i s c u s s e d  a b o v e  t o  be s i g n i f i c a n t .
I t  is c l e a r ,  h o w e v e r ,  t h a t  t h e  D i r e c t o r  h a s  n e i t h e r  t h e  t i m e  
h i m s e l f  n o r  t h e  s t a f f  t o  m a k e  a l l  t h e  n e c e s s a r y  i m p r o v e m e n t s .  
C o n s e q u e n t l y ,  we s u p p o r t  t h e  D e p a r t m e n t ' s  e f f o r t s  t o  f i l l  a n  
a d m i n i s t r a t i v e  o r  a c c o u n t i n g  p o s i t i o n  w h o s e  r e s p o n s i b i l i t i e s  
w o u l d  i n c l u d e  m o n i t o r i n g  t h e  D i v i s i o n ' s  f i n a n c i a l  r e c o r d s .

W e  c a n n o t ,  h o w e v e r ,  e n d o r s e  t h e  c o n c e p t  o f  a r e v o l v i n g  f u n d  
u n t i l  s u c h  t i m e  a s  R i s k  M a n a g e m e n t  i m p r o v e s  i t s  a c c o u n t i n g  

p r o c e d u r e s .

R e c o m m e n d a t i o n  No. 3

T h e  D i v i s i o n  s h o u l d  p e r f o r m  o r  c o n t r a c t  f o r  c a s h  d i s b u r s e­
m e n t  a u d i t s  of W o r k e r s '  C o m p e n s a t i o n  a n d  g e n e r a l  l i a b i l i t y  

c l a i m s .

T h e  b u l k  o f  t h e  S t a t e ' s  W o r k e r s '  C o m p e n s a t i o n  a n d  c a s u a l t y  

c l a i m s  a r e  h a n d l e d  b y  N o r t h e r n  A d j u s t e r s  in A n c h o r a g e .  T o
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f a c i l i t a t e  t h e  p a y m e n t  o f  c l a i m s  a n d  e x p e n s e s ,  R i s k  M a n a g e­
m e n t  d e p o s i t s  f u n d s  in b a n k  a c c o u n t s  w i t h  N o r t h e r n  A d j u s t e r s  
n a m e d  a s  t r u s t e e .  N o r t h e r n  d r a w s  a g a i n s t  t h e s e  a c c o u n t s ,  
a n d  m o r e  f u n d s  a r e  d e p o s i t e d  a s  n e e d e d .

R e c o g n i z i n g  t h e  v u l n e r a b i l i t y  of t h i s  a r r a n g e m e n t ,  R i s k  
M a n a g e m e n t  h a s  c o n t r a c t e d  w i t h  a m a j o r  a c c o u n t i n g  f i r m  t o  

p e r f o r m  p e r i o d i c  b a n k  r e c o n c i l i a t i o n s .  In a d d i t i o n ,  R i s k  
M a n a g e m e n t  p e r s o n n e l  a n d  c o n s u l t a n t s  f r o m  t h e  S t a t e ' s  m a j o r  
b r o k e r ,  M a r s h  a n d  M c L e n n a n ,  p e r f o r m  p e r i o d i c  r e v i e w s  of 
N o r t h e r n  A d j u s t e r s '  c l a i m  h a n d l i n g  p r o c e d u r e s .  H o w e v e r ,  
c a s h  d i s b u r s e m e n t s  f r o m  t h e  f u n d  a r e  n o t  s y s t e m a t i c a l l y  
a u d i t e d  f o r  s u c h  a t t r i b u t e s  as: C h e c k  is p r o p e r l y  s u p p o r t e d
b y  a c l a i m  f i l e  c o n t a i n i n g  a p p r o p r i a t e  f i n a n c i a l  d o c u m e n t s ;  
c h e c k  d a t a  - a m o u n t ,  p a y e e ,  y e a r  o f  c l a i m ,  et c .  - is c o r r e c t l y  
r e c o r d e d  o n  t h e  I R I S  c o m p u t e r  r u n s ;  c h e c k  e n d o r s e m e n t  a n d  
d e p o s i t  i n f o r m a t i o n  is r e a s o n a b l e ;  et c .

T h e  f u n d s  p a s s i n g  t h r o u g h  N o r t h e r n  A d j u s t e r s '  t r u s t  a c c o u n t s  
a r e  s u b s t a n t i a l :  o v e r  $ 9 0 0 , 0 0 0  i n  F Y  '78, a n d  o v e r  $ 2 , 4 0 0 , 0 0 0

i n  FY '79. W e  t h e r e f o r e  r e c o m m e n d  t h a t  R i s k  M a n a g e m e n t  
e i t h e r  c o n t r a c t  w i t h  a n  a c c o u n t i n g  f i r m  t o  p e r i o d i c a l l y  
a u d i t  t h e  a c c o u n t s ,  o r  i n c o r p o r a t e  c a s h  d i s b u r s e m e n t  a u d i t  
p r o c e d u r e s  i n t o  i t s  i n - h o u s e  a u d i t  f u n c t i o n .  R e g a r d l e s s  of 
w h o  p e r f o r m s  s u c h  t e s t s ,  t h e  c u r r e n t  c a s h  r e c o n c i l i a t i o n  
( w h i c h  d o e s  n o t  c o n s t i t u t e  a n  a u d i t )  c o u l d  be e x p a n d e d  

w i t h o u t  s i g n i f i c a n t l y  i n c r e a s i n g  cos t .  A n y  c o n t r a c t ,  of 
c o u r s e ,  s h o u l d  be bid c o m p e t i t i v e l y .

R e c o m m e n d a t i o n  No. 4

R i s k  M a n a g e m e n t  s h o u l d  k e e p  T r e a s u r y  i n f o r m e d  of a l l  b a n k  

a c c o u n t s  a n d  i n v e s t m e n t s  i n t o  w h i c h  it a d v a n c e s  S t a t e  f u n d s .

A s  d i s c u s s e d  in t h e  p r e v i o u s  r e c o m m e n d a t i o n ,  R i s k  M a n a g e m e n t  

h a s  b a n k  t r u s t  a c c o u n t s  w i t h  N o r t h e r n  A d j u s t e r s .  In a d d i t i o n ,  
i t  h a s  h a d  s i m i l a r  a c c o u n t s  w i t h  o t h e r  i n s u r a n c e  a d j u s t e r s ,  
a n d  N o r t h e r n  a l s o  a c t s  a s  t r u s t e e  f o r  c e r t a i n  i n v e s t m e n t s  of 

S t a t e  f u n d s .

W e  f o u n d  a t  l e a s t  t e n  s u c h  a c c o u n t s  o r  i n v e s t m e n t s  t h a t  
e x i s t e d  d u r i n g  F Y  '79 o r  FY '80, n o n e  of w h i c h  had b e e n  
r e p o r t e d  t o  the D e p a r t m e n t  of R e v e n u e ,  T r e a s u r y  D i v i s i o n .
T h e  S t a t e  A d m i n i s t r a t i v e  M a n u a l ,  S e c t i o n  6185, e x p r e s s l y  
s t a t e s :  " A n  a g e n c y  m u s t  o b t a i n  p e r m i s s i o n  f r o m  the T r e a s u r y
D i v i s i o n  o f  the D e p a r t m e n t  o f  R e v e n u e  t o  m a i n t a i n  a n y  b a n k  
a c c o u n t . "  In a d d i t i o n ,  T r e a s u r y  i s s u e d  a J u n e  23, 1 9 8 0  m e m o  
t o  a l l  S t a t e  f i s c a l  o f f i c e r s  a s k i n g  f o r  a l i s t  o f  a l l  b a n k
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a c c o u n t s  i n t o  w h i c h  S t a t e  f u n d s  h a v e  b e e n  d e p o s i t e d ,  a n d  
d i r e c t i n g  t h a t  a c o p y  of e a c h  m o n t h l y  b a n k  s t a t e m e n t  b e  s e n t  
t o  T r e a s u r y  p r i o r  t o  t h e  1 0 t h  o f  e a c h  m o n t h .

W e  r e c o m m e n d  t h a t  R i s k  M a n a g e m e n t  p r e p a r e  s u c h  a l i s t i n g ,  
i m p l e m e n t  p r o c e d u r e s  t o  o b t a i n  a n d  c o p y  t o  T r e a s u r y  a l l  
m o n t h l y  b a n k  s t a t e m e n t s ,  a n d  o b t a i n  p e r m i s s i o n  f r o m  T r e a s u r y  

p r i o r  t o  e s t a b l i s h i n g  a n y  n e w  a c c o u n t s .

R e c o m m e n d a t i o n  N o .  5

R i s k  M a n a g e m e n t  s h o u l d  d e v e l o p  w r i t t e n  p r o c e d u r e ,  t h a t  
o u t l i n e  i n s u r a n c e  r e q u i r e m e n t s  f o r  p e r s o n a l  s e r v i c e  c o n ­

t r a c t s ;  t h e s e  p r o c e d u r e s  s h o u l d  b e  i n c o r p o r a t e d  i n t o  t h e  
S t a t e  A d m i n i s t r a t i v e  M a n u a l .

I n  FY '80 R i s k  M a n a g e m e n t  w a s  a p p r o v e d  f o u r  n e w  p o s i t i o n s ,  
o n e  o f  w h i c h  w a s  to be p r i m a r i l y  r e s p o n s i b l e  f o r  t h e  D i v i ­
s i o n ' s  c o n t r a c t  r e v i e w  p r o g r a m .  D u t i e s  w e r e  to i n c l u d e  
a d v i s i n g  i n  t h e  p r o p e r  d e s i g n  o f  s t a n d a r d  c o n t r a c t s ,  r e v i e w ­
i n g  n o n - s t a n d a r d  c o n t r a c t s  f o r  r i s k  a n d  i n s u r a n c e  p r o v i s i o n 0 
a n d  o b t a i n i n g  e v i d e n c e  of i n s u r a n c e  f r o m  c o n t r a c t o r s .  I n  
a d d i t i o n ,  R i s k  M a n a g e m e n t  p r o j e c t e d  t h a t  a d d i n g  t h e  p o s i t i o n  

w o u l d  e n a b l e  i t  t o  r e v i e w  6 0 %  o f  a l l  " r i s k "  c o n t r a c t s  an d ,  
b y  so d o i n g ,  t o  e f f e c t u a t e  s a v i n g s  o f  a p p r o x i m a t e l y  $ 3 0 0 , 0 0 0

I t  is d i f f i c u l t  t o  m e a s u r e  s a v i n g s  t h a t  r e s u l t  f r o m  a l o s s  
p r e v e n t i o n  p r o g r a m  - s u c h  a s  c o n t r a c t  r e v i e w  - a n d  t h e  60% 
a n d  $ 3 0 0 , 0 0 0  p r o j e c t i o n s  w e r e  n o t  b a s e d  o n  h a r d  d a t a .  C o n ­
s e q u e n t l y ,  w e  c o u l d  n o t  d e t e r m i n e  w h e t h e r  t h e s e  o b j e c t i v e s  
w e r e  a c h i e v e d .  H o w e v e r ,  t h e  D i v i s i o n  h a s  m a d e  p r o g r e s s  in 
i m p l e m e n t i n g  c o n t r a c t  r e v i e w  p r o c e d u r e s .  F o r  e x a m p l e ,  R i s k  
M a n a g e m e n t  i s  c o p i e d  o n  m o s t  c o n s t r u c t i o n  c o n t r a c t s  a n d  h a s  

s o m e  i n p u t  o n  c o n t r a c t  w o r d i n g  a n d  i n s u r a n c e  c o v e r a g e .  In 
a d d i t i o n ,  t h e  D i v i s i o n  w o r k e d  in c o n j u n c t i o n  w i t h  t h e  
D i v i s i o n  of F i n a n c e  a n d  t h e  D e p a r t m e n t  o f  L a w  t o  d e v e l o p  a 
s t a n d a r d i z e d  p r o f e s s i o n a l  s e r v i c e s  c o n t r a c t  w h i c h  c o n t a i n s  
a d e q u a t e  i n s u r a n c e  p r o v i s i o n s .

In c o n j u n c t i o n  w i t h  i t s  c u r r e n t  e f f o r t s ,  R i s k  M a n a g e m e n t  
s h o u l d  d e v e l o p  w r i t t e n  p r o c e d u r e s  t h a t  o u t l i n e  w h a t  m i n i m u m  
i n s u r a n c e  r e q u i r e m e n t s  ar e ,  d e f i n e  w h a t  c o n s t i t u t e s  s a t i s f a c  
t o r y  e v i d e n c e  o f  i n s u r a n c e ,  a n d  e x p l a i n  t h e  n e e d  f o r  m o n ­
i t o r i n g  i n s u r a n c e  t h r o u g h o u t  t h e  c o n t r a c t  term. M o r e o v e r ,  
t h e s e  p r o c e d u r e s  s h o u l d  be i n c o t p o r a t e d  in t h e  P e r s o n a l  
S e r v i c e s  C o n t r a c t s  c h a p t e r  o f  t h e  S t a t e  A d m i n i s t r a t i v e  

M a n u a l .
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R e c o m m e n d a t i o n  N o .  6

T h e  D i v i s i o n  s h o u l d  d e v e l o p  a n  a n n u a l  r e p o r t  t h a t  p r o v i d e s  a 
m o r e  c o m p l e t e  p i c t u r e  o f  t h e  S t a t e ' s  R i s k  M a n a g e m e n t  p r o g r a m .

T h e  S t a t e  A n n u a l  F i n a n c i a l  R e p o r t  r e f l e c t s  c e r t a i n  y e a r - e n d  
b a l a n c e s  a n d  i n s u r a n c e  h o l d i n g s  o f  t h e  D i v i s i o n  o f  R i s k  
M a n a g e m e n t ,  b u t  c o e s  n o t  p r o v i d e  c o m p l e t e  d i s c l o s u r e  o f  t h e  
D i v i s i o n ' s  f i n a n c i a l  a c t i v i t i e s .  T h e r e  a r e  a l s o  c o m p u t  r 
r u n s  a n d  m e m o r a n d a  t h a t  c o n t a i n  o t h e r  r e l e v a n t  i n f o r m a t i o n .  
H o w e v e r ,  t h e r e  is n o  o n e  r e p o r t  t h a t  p r o v i d e s  a g e n c i e s  

( w h i c h  p a y  t h e  c o s t s  o f  t h e  p r o g r a m ) ,  l e g i s l a t o r s ,  o r  o t h e r  
i n t e r e s t e d  p a r t i e s  w i t h  a t o t a l  p i c t u r e  of t h e  S t a t e ' s  R i s k  

M a n a g e m e n t  p r o g r a m .

W e  r e c o m m e n d  t h a t  t h e  D i v i s i o n  d e v e l o p  a r e p o r t  w h i c h  i n c l u d e s  

i n f o r m a t i o n  s u c h  as:

A. A s s e t s  - i n c l u d i n g  r e c e i v a b l e s  a n d  m o n i e s  h e l d  in 
t r u s t  a c c o u n t s  o r  i n v e s t m e n t s  o u t s i d e  t h e  S t a t e  
T r e a s u r y .

B. C l a i m s  p a i d  o r  a c c r u e d .

C. E s t i m a t e d  o b l i g a t i o n s  f o r  c l a i m s  t h a t  h a v e  n o t
b e e n  s e t t l e d  o r  p e r h a p s  n o t  e v e n  i n i t i a t e d  ( a c t u a r i a l  

p r o j e c t i o n s ).

D. A  b r e a k d o w n ,  b y  y e a r ,  o f  a g g r e g a t e  d e d u c t i b l e  o r  
s e l f - i n s u r e d  r e t e n t i o n  b a l a n c e s .

E. I n s u r a n c e  s e t t l e m e n t s .

F. A c o m p a r i s o n  o f  c o s t s  c h a r g e d  co S t a t e  a g e n c i e s  
v e r s u s  a c t u a l  c o s t s  i n c u r r e d  o r  a c c r u e d .

S u g g e s t i o n s  f o r  e x h i b i t s  a n d  f o r m a t t i n g  c a n  be o b t a i n e d  f r o m  
t h e  a n n u a l  s t a t e m e n t s  t h a t  i n s u r a n c e  c o m p a n i e s  a r e  r e q u i r e d  
to f i l e  w i t h  t h e  S t a t e  D i v i s i o n  o f  I n s u r a n c e .

* * *

T h e  f o l l o w i n g  r e c o m m e n d a t i o n  is d i r e c t e d  to t h e  D e p a r t m e n t  
o f  A d m i n i s t r a t i o n ,  D i v i s i o n  o f  F i n a n c e :

R e c o m m e n d a t i o n  Mo. 7

T h e  D i v i s i o n  o f  F i n a n c e  s h o u l d  u s e  h i s t o r i c a l  c o s t s  f c r  
b u i l d i n g  v a l u e s  r e p o r t e d  in the S t a t e  A n n u a l  F i n a n c i a l  
R e p o r t ,  r a t h e r  t h a n  v a l u e s  d e v e l o p e d  b y  t h e  D i v i s i o n  o f  R i s k
M a n a g e m e n t  f o r  i n s u r a n c e  p u r p o s e s .



G e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  r e q u i r e  t h a t  b u i l d ­
i n g s  a n d  i m p r o v e m e n t s  be r e p o r t e d  a t  c o s t .  H o w e v e r ,  b u i l d i n g  
v a l u e s  r e p o r t e d  i n  t h e  l a s t  s e v e r a l  S t a t e  a n n u a l  r e p o r t s  
h a v e  b e e n  d e t e r m i n e d  f r o m  p r o p e r t y  l i s t s  d e v e l o p e d  b y  t h e  
D i v i s i o n  o f  R i s k  M a n a g e m e n t  f o r  i n s u r a n c e  p u r p o s e .  . I n  
g e n e r a l ,  t h e s e  l i s t s  r e f l e c t  e s t i m a t e d  r e p l a c e m e n t  v a l u e s ,  
n o t  h i s t o r i c a l  c o s t .  A s  a r e s u l t  o f  t h i s  p r a c t i c e ,  w e  h a v e  
c o n s i s t e n t l y  i s s u e d  a n  a d v e r s e  o p i n i o n  o n  t h e  S t a t e m e n t  of 
G e n e r a l  F i x e d  A s s e t s  f o r  t h o s e  a g e n c i e s  w h o s e  f i x e d  a s s e t  
h o l d i n g s  a r e  m a t e r i a l l y  a f f e c t e d  b y  b u i l d i n g  v a l u e s .

T h i s  is, i n  s h o r t ,  a n  o l d  i s s u e .  In p r e v i o u s  a u d i t s ,  h o w e v e r ,  
o u r  s c o p e  e n c o m p a s s e d  o n l y  a  s m a l l  p a r t  o f  t h e  S t a t e ' s  
b u i l d i n g s ,  a n d  d i d  n o t  i l l u s t r a t e  h o w  m u c h  t h i s  r e p o r t i n g  
p o l i c y  a f f e c t s  t h e  S t a t e ' s  b a l a n c e  s h e e t .  B u t  i n  o u r  a u d i t  
o f  R i s k  M a n a g e m e n t ,  w e  l o o k e d  a t  t h e  v a r i o u s  b u i l d i n g  l i s t i n g s  
a s  a w h o l e  a n d  m a d e  t h e  f o l l o w i n g  o b s e r v a t i o n s :

A. I n s u r a n c e  v a l u e s  f o r  b u i l d i n g s  a r e  p e r i o d i c a l l y  
i n c r e a s e d  t o  r e f l e c t  i n f l a t i o n  r a t e s .  I n  F Y  '80, 
f o r  e x a m p l e ,  v a l u e s  o n  t h e  i n s u r a n c e  l i s t i n g  we: e 
i n c r e a s e d  b y  1 2 . 5 % .  I f  t h e  D i v i s i o n  o f  F i n a n c e  
u s e s  t h e s e  v a l u e s  i n  t h e  F Y  '80 a n n u a l  r e p o r t ,  
t h e  " c o s t "  o f  t h e  S t a t e ' s  a s s e t s  as r e p o r v e d  i n  
t h e  F Y  '79 a n n u a l  r e p o r t  w i l l  be i n c r e a s e d  b y  m o r e  

t h a n  $ 6 0  m i l l i o n .

B. I n  a l i m i t e d  c o m p a r i s o n  o f  t h e  b u i l d i n g  c o s t s  
s h o w n  o n  t h e  S t a t e ' s  p r o p e r t y  l i s t  t o  t h e i r  F Y  '79 
i n s u r a n c e  v a l u e s ,  w e  f o u n d  t h a t  i n s u r a n c e  v a l u e s  
w e r e  mc-re t h a n  3 0 %  a b o v e  c o s t  a s  s h o w n  o n  t h e  
S t a t e  p r o p e r t y  list. T h i s  m e a n s  t h a t  b u i l d i n g s  
a n d  i m p r o v e m e n t s  r e p o r t e d  i n  t h e  F Y  '79 A n n u a l  
R e p o r t  c o u l d  p o s s i b l y  be o v e r  $ 1 0 0  m i l l i o n  g r e a t e r  
t h a n  w h a t  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  

p e r m i t .

C. T h e r e  a r e  o t n e r  d i s c r e p a n c i e s  b e t w e e n  b u i l d i n g  
v a l u e s  s h o w n  o n  t h e  S t a t e  p r o p e r t y  l i s t  a n d  t h e  
i n s u r a n c e  list. In s e v e r a l  i n s t a n c e s ,  b u i l d i n g s  
a p p e a r  o n  o n e  l i s t  a n d  n o t  t h e  o t h e r  - i t  is 
u n k n o w n  w h e t h e r  o n e  o r  b o t h  l i s t s  ^ r e  i n c o r r e c t .

It is n o t  a p p r o p r i a t e  t h a t  t h e  S t a t e ' s  a s s e t s  s h o u l d  be 
i n c r e a s e d  o n  t h e  b a s i s  o f  a r b i t r a r i l y  a n d  i n c o n s i s t e n t l y  
a p p l i e d  i n f l a t i o n  f a c t o r s .  F u r t h e r ,  i t  is n o t  c l e a r  t h a t  
t h e  i n s u r a n c e  l i s t s  a r e  a n y  m o r e  a c c u r a t e  t h a n  t h e  S t a t e ' s  
p r o p e r t y  l i s t .  T h e  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d  P u b l i c  
F a c i l i t i e s  (DOTPF) is c u r r e n t l y  c o n d u c t i n g  a n  i n v e n t o r y  o f
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t h e  S t a t e ' s  b u i l d i n g s ,  a n d  is w o r k i n g  t o  d e v e l o p  h i s t o r i c a l  
c o s t  d a t a  f o r  b o t h  e x i s t i n g  a n d  n e w l y  c o n s t r u c t e d  f a c i l i t i e s .  
W e  r e c o m m e n d  t h a t  t h e  D i v i s i o n  o f  F i n a n c e  w o r k  c l o s e l y  w i t h  
D O T P F  i n  t h i s  e f f o r t ,  a n d  t h a t  i n  f u t u r e  a n n u a l  r e p o r t s  it 
e p o r t  b u i l d i n g  a n d  i m p r o v e m e n t s  i n  a c c o r d a n c e  w i t h  g e n e r a l l y  

a c c e p t e d  a c c o u n t i n g  p r i n c i p a l s .
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I n  r e c e n t  y e a r s  t h e  g e n e r a l  a p p r o p r i a t i o n  a c t  h a s  c o n t a i n e d  
t h e  f o l l o w i n g  p r o v i s i o n :

A m o u n t s  e q u i v a l e n t  t o  t h e  a m o u n t s  to be r e c e i v e d  in 
s e t t l e m e n t  of i n s u r a n c e  c l a i m s  fo r  p r o p e r t y  l o s s e s  a r e  
a p p r o p r i a t e d  f r o m  t h e  g e n e r a l  f u n d  to t h e  a f f e c t e d  
a g e n c y  f o r  t h e  p u r p o s e  o f  r e p l a c i n g  t h e  f a c i l i t y  r 
s e r v i c e  l o s t  as a r e s u l t  o f  t h e  i n c i d e n t  g i v i n g  n  to 

t h e  i n s u r a n c e  c l a i m .

T h i s  s e c t i o n  is i n t e n d e d  to e n a b l e  a g e n c i e s  to e f f e c t  r e p a i r s  
a n d  m a i n t a i n  e s s e n t i a l  s e r v i c e s  w h i l e  a w a i t i n g  t h e  r e c e i p t  
o f  i n s u r a n c e  s e t t l e m e n t s .  W e  b e l i e v e  t h i s  p r o v i s i o n  s h o u l d  

b e  c l a r i f i e d  in t w o  a r e a s :

1. A g e n c i e s  d o  n o t  g e n e r a l l y  r e c e i v e  s e t t l e m e n t s  

d i r e c t l y  f r o m  i n s u r a n c e  c o m p a n i e s .  F u n d s  a r e  

i n s t e a d  t r a n s f e r r e d  f r o m  t h e  D i v i s i o n  o f  R i s k  
M a n a g e m e n t  a n d  m a y  be c o m p r i s e d  of G e n e r a l  F u n d  

m o n i e s  - i f  t h e  S t a t e ' s  t o t a l  l o s s e s  a r e  w i t h i n  
i t s  s e l f - i n s u r e d  r e t e n t i o n  o r  a g g r e g a t e  d e d u c t i b l e  
l i m i t s  - a s  w e l l  a s  i n s u r a n c e  r e c o v e r i e s .

T h e  p h r a s e  " i n  s e t t l e m e n t  o f  i n s u r a n c e  c l a i m s "  
s h o u l d  b e  c l a r i f i e d  as to w h e t h e r  it e n c o m p a s s e s  

f u n d s  t r a n s f e r r e d  f r o m  R i s k  M a n a g e m e n t  as w e l l  as 
f u n d s  r e c e i v e d  d i r e c t l y  f r o m  i n s u r a n c e  c o m p a n i e s .

2. It s h o u l d  a l s o  be c l a r i f i e d  w h a t  o b l i g a t i o n  the 
a f f e c t e d  a g e n c y  a n d  t h e  D i v i s i o n  of B u d g e t  a n d  
M a n a g e m e n t  h a v e  t o  t h e  L e g i s l a t i v e  B u d g e t  a n d  
A u d i t  C o m m i t t e e  w i t h  r e s p e c t  to r e c e i v i n g  a n d  
e x p e n d i n g  i n s u r a n c e  r e c o v e r i e s .
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APPENDIX A

STATE OF ALASKA 
DEPARTMENT OF ADMINISTRATION 
DIV ISION OF RISK MANAGEMENT 

COMPARISON OF AUTHORIZATIONS, EXPENDITURES AND 
ENCUMBRANCES, FY 's 1978 -  1980 (N ote I )

Year Program
Budget
Act

Continuations,
Supplements,
Revisions TOtal Expenditures

Eiicurbrances 
a t Close 
o f  Year

Balance 
Continuing 
Programs lapsed

1980 Risk Minagcmcnt-Operations $ 280,000 S 23,563 $ 303,563 $ 283,752 $ 15,325 $ - 0 - $ 4,486
-Premiums 13,568,600 9,354,129 22,922,729 6,851,048 14,313,447 1,650,632 107,602

(Note 2)
1979 Risk Hanagcmcnt-Qporations 173,600 4,248 177,848 164,707 10,241 -0 - 2,900

-Premium -0 - J 20,067,301 20 ,067,301 7,279,194 10,888,101 -0 - 1,900,006
(Note 2)

1978 Risk Management (ttote 3) $ 157,000 $14,878,645 $15,035,645 $6,539,955 $ 7,893,359 S -0 - $ 602,331

>U
I

Note 1 Financial data la  unaudited and ii; included fo r  oarvarativo purposes
on ly . FY‘ 78 anti '79 data was carp i led from Sta te Annual Financial 
Reports. FY'80 data was compiled Stato accountin'! records.

Mate 2 Tlio term "Premium" as used Iroro oncarpassca a l l  co3ta o f  tiro programs
other than operations.

Note 3 TIks FV'78 Annual F inancia l Report did not r’e t n l l  "operations" and
"premium".



JAYS. HAMMOND. GOVERNOR

DEPARTMENT OF ADMINISTRATION
POUCHC

DIVISION OF R ISK MANAGEMENT ^907^465*130™  " S ’ 1

Decanber 5, 1980

Mr. Gerald L. Wilkerson, CPA

Legislative Auditor - S  ?  f  V  F  D )
Division of Legislative Audit (ft £. v  2* a ? a.

Pouch W ___
Juneau, AK S9811 D E C  5  I960

L E G I S L A T I V E
A U D I T

Dear Mr. Wilkerson:

Re: Preliminary Audit Report

Division of Risk Management 

Performance Review

He have responded in detail to each item and feel that the audit 

team has made a start in recognizing some of the problems in operating a 

statewide Risk Management program. I am disappointed, however, that no 

audit comment addressed the fact that the State has a sophisticated cost 

effective program which is probably superior to that of any other major 

public entity. In addition, there seems to be no recognition of the 

fact that Risk Management has in fact reduced the cost of risk to each 

state agency by approximately $3,000,000,00 over the past three years 

Hespite a significant increase in state operations.

We believe that the Risk Management staff is professional and that 

those contractors which are utilized to supplement that staff are p ro­
fessional. Each contractor's services are negotiated in a performance 

oriented environment and those contractors who do not meet those per­

formance requirements are replaced or their scope is limited. We 

believe that due to Risk Management's widespread reliance on these 

contractors that a "performance" audit should also involve auditing the 

performance of the contractors.. In fact, the auditors have met with 

Marsh & McLennan to review some concerns directly with that contractor.

We will be happy to spend whatever time is necessary with the auditors 

to satisfy all concerns. However, we wish the audit would have commented 
on the results of the program which wo believe has operated in an effective, 

efficient, and economical manner.
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Mr. Gerald L. Wilkerson, CPA -2- December 5, 1980

Recommendation No. 1

(A) The Division of Risk Management should solicit proposals from 

several m ajor insurance brokers prior to entering into FY 82^ c o ntracts.

(b) F u r t h e r , computer services should be obtained from some source 

other than one providing brokerage services.

A. Agree

The recommendation for broker selection is, of course, one that has 

been under consideration for the past, two to three years. It was deter­

mined in Fiscal Year (FY) 1980 to separate the excess insurance from the 

primary insurance and thus open up e portion of the State account to the 

smaller Alaska broker so that these brokers could participate and compete 

on a footing equal to major brokers. The results of the Request for 

Proposal (RFP) were that two additional Alaska brokers are now involved 
in the State account for FY 1981. You made some excellent points in 

discussing the decision to exnand Marsh and McLennan's (M & M ) services in 

FY 1978 and subsequently, that the decision was made based on the "quality 

of service" and "advice from outside professional consultants." This 

appears to be an excellent method of negotiating professional services. 

Those who are performing in a cost effective m anner receive expanded 

services and those contractors who are not performing either receive 

reduced services or are terminated. Ultimately, the selection of the 

"best" contractor depends on the professional judgment of the program 

manager. A broker selection decision should be governed by the reason­

able expectation that the State will, in fact, benefit by this RFP and 

will justify the time a.id expense involved in the process. A decision 

has been made to go through a full broker selection process for FY 1982

to be effective May 15, 1981.

B. D isagree

The recommendation that computer services be obtained from another 

source does not appear to be in the best interest of Risk Management at 

this time. The State owns the data base and simply utilize Marsh and 

McLennan to coordinate the management information system (IRIS) output
in a form that is required by Risk Management and best achieves our

objectives. By having Marsh and McLennan handle and be responsible for 

this coordination, the. State is able to save both time and money and at 

any point could take the service and give it to someone else. All input 
is handled by someone other than Marsh and McLennan so it is not clear 
in what way there is a conflict of interest. Since Marsh and McLennan 
do not receive commissions, there would be no benefit to them to manipu­

late the data in any way that produces higher costs to the State or 
otherwise be detrimental to the State.

Presently Risk Management does not have the staff time available to 
devote to the design of a program with the State D r  ision of Data 

Processing. The current system meets the Division's requirements at 

this time.
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Recommendation No. 2 :

The Pivision should strengthen its procedures to ensure that financial 

transactions are made in accordance with State stat u t e s , the State 

Administrative M a n u a l , and are properly recorded j n  the state's account­

ing system.

Disagree

It is our contention that R i s 1' Management and the nature of its 

fiscal transactions are not completely compatible with PBA. The establish­

ment of a Revolving Fund which the auditors do not support would provide 

a ma*Dr relief to the system. The Appendix A supplement illustrates the 

problem by distorting the actual costs of the program. Manually encumbered 

funds from prior years are carried forward L.id inflate the costs of the 

program. In addition, program receipts such as payments from insurance 

companies and recoveries from third parties are not credited to the 

program.

The major concern in this recommendation appears to be the fact 

that Risk Management utilizes portions of two separate systems to 

handle the necessary information that is required. The management 

information system (Ir IS) was developed to snrvp several functions:

To provide data to be utilized in the claims management program.

To provide loss control information which enables the State and 

each Department t*vpinpoint those areas contribut.ng to loss and to 

take necessary corrective action.

To provide a cost of risk allocation procedure which is both equit­

able and accurate.

To provide underwriting data to be utilized by the broker and risl 

manager in negotiating insurance contracts with the insurance 

underwriters.

To assist Peat, Marwick and Mitchell in providing an audit of 

financial transactions with the State's insurance adjust"*’. Northern 

Adjusters of Anchorage.

To provide the risk manager with an overview of the State's losses 

and exposures and a basis of comparison from one year to the next.

To provide data by line of coverage to support encumbrances.

The State PBA system is utilized for the recording of expenditure 

and receipt information in connection with State warrants and program 

receipts and to provide a tracking f j those available funds Jn each 

budget component. A second function ^s t^ record encumbrance data to
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insure that the necessary funds are encumbered to mee t  state obligations.
The recommendation is that the two systems be reconciled by an alignment 

of collocation codes and it is not clear how this procedure would be 

accomplished and what the benefit would be to the State. It is Risk 

Management's intent that IRIS provide the detailed transactions involving 

each claim or program receipt and that the State PBA system be more 

general in its financial activity.

A further recommendation had to do with the prior ye a r  encumbrances 

and a statement was made that Risk Management's encumbrance documents 

were not supported by worksheets that showed the source and basis of 

amounts encumbered. All Risk Management encumbrances were, in fact, 

backed up by one of two different methods. For direct damage claims 

such as fire insurance loss to a building or loss to a state ferry or 

other item of propery, the encumbrance back up consists of the estimated 

reserve for settlement of the loss, less that amount that may have been 

paid prior to August 31, of the fiscal year. The balance is the encum­

brance. The encumbrances for liability and workers' compensation claims 

are detailed in the encumbrance report. Risk Management takes those 

known losses at the close of a fiscal year and utilizes actuarial projec­

tions from the State's primary insurance broker to determine the ultimate 

co'jt of these claims. This amount is then encumbered as it is the best 

estimate of the amount of funds that will be needed to ultimately settle 

the claims which occurred in the fiscal year in question. It should not 

be difficult to determine that those encumbrances which Risk Management 

has used in the past are, in fact, highly accurate and justified.

The second portion of the encumbrance recommendation involved 
utilizing encumbrances for different purposes. The Risk Management 

system of collocation codes for the various type" of insurance and 

losses is complex. To add to this complexity is the fact that most of 

the claims take longer than one fiscal year to finally mature and be 

settled. Without a revolving fund, it is necessary to encumber funds 

utilizing the best estimate of reserves available at the time and to 
then revise these amounts as more information is known concerning the 

settlement of the loss. At times, due to an error in a financial trans­

action, the wrong account will be utilized to pay a loss, thus creating 
an imbalance in another account, but with subsequent correction.

A third financial recommendation involved subrogation recoveries 
and the statement was made that these recoveries were inappropriately 

deposited into the Northern Adjusters' trust account. The state recovered 
$2,325,085.00 in program receipt; during FY80. These receipts consisted 
of $70,642.00 interest from loss funds, $39,000.00 miscellaneous recoveries, 
$420,899.00 marine insurance proceeds, $1,734,059.00 property insurance 

proceeds and $69,485.00 in subrogation recoveries. The $2,264,600.00 
were deposited into the State general fund. The concern seems to be 

about the $69,485.00 which went into the Northern Trust Account. Many 

of these items were a reduction of expenditures for those particular 
claims which would have otherwise occurred. Some of the funds were
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recovered directly by Risk Management and some of the funds were recovered 

directly by by Northern as part of their required function as a claims 

adjuster. It is believed that these particular recoveries are in fact 

appropriately deposited in the trust account as a reduction in expenditures 

rather than brought in and deposited into the State general fund.

The conclusion of this detailed recommendation is that Risk Management 
is "accountable for its use of state funds" and required "to maintain 

accurate and auditable records of its financial activities". We submit 

that this has been accomplished. Out of a budget of $13,751.7, Risk 

Management ove; uead is 353.1; insurance premiums 4806.0; service contracts 

730.9 and losses 7861.7. The overhead, insurance premiums and contracts 

were reviewed by the auditors. THe Northern Adjusters' claim files, 

however, were not reviewed. The audit of the majority of the Risk 

Management encumbrances must include the basis for the encumbrances 

which are the individual casualty claims files at Northern Adjusters.

Ris« Management has satisfied themselves that the financial transactions 

are accurate by employing Marsh and McLennan and Peat, Marwick, Mitchell 

and Company to perform periodic audits.

Risk Management agrees with the need for additional staff. However, 

a position to do nothing but track items through the State PBA system 

would not appear to be the best utilization of personnel. The auditor 

is aware of the administrative positions which were lost in free confer­

ence committee during FY 81 budget hearings and that these positions are 

going to attempt to be reinstated for FY 82.

Recommendation No. 3

The Division should perform or contract for cash disbursement 

audits of workers' compensation and general 1 iabilit.y claims.

Disagrec-

The State incurs approximately 1,500 new claims each year and in 

addition, there are thousands of claims from prior years which remain 
open until ultimately settled and closed. It would be impossible with 

the present staff for Risk Management to handle these claims and they 

are therefore handled through outside contract adjustment services. The 

bulk of these claims are handled by Northern Adjusters in Anchorage and 

in order to handle approximately 700 transactions each month, it is 
necessary for Northern to maintain a trust account in which they settle 
and pay claims based on their contract with the State. These claims are 
then reviewed in detail by Risk Management and by its claims management 

contractors for proper claims handling procedures. In addition, as part 
of the brokerage agreement with Marsh and McLennan of Seattle, Peat,
Marwick and Mitchell make a quarterly review and audit of the financial 

transactions which occur between Northern and the trust account. Your 
recommendation is that thpse audits are not sufficient and that some 

kind of representative sampling of claim files be made to verify the
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amount of the payment, the individual to whom the payment was made and 
other factual items. This type of procedure was discussed at great 

length with the auditors (Peat, Marwick and Mitchell' prior to their 

initial engagement in auditing the Alpac trust account, and subsequently 

in their engagement to provide a quarterly audit of the Northern trust 

accounts. We feel that there are adequate checki and balances as to the 

type of fraud that could possibly be picked up through an a:<dit of this 

type. There are numerous checks on the validity jf claimants in that 

each department receives periodically detailed claims runs outlining 

those individuals who have claims for both liability and workers' compen­

sation against the State. Since these claims runs are used co develop 

the cost that each agency must pay for Risk Management, the agency is 

encouraged “.o review them for accuracy, which would include notifying 

Risk Management of any individuals who are charged to their department 

and who are not in that department. This procedure would certainly 

detect fraudulent claimants. Other checks include the detailed involve- 

mer* of Risk Management, private attorneys, the Department of Law and 

individuals from Northern Adjusters in the major open cases. A fjrther 

check is Marsh arid McLennan's Claims Management Services that assists 

Risk Management in semi-annual audits of the Northern claims files. In 

reviewing these various review procedures in detail with the outside 

auditors, it was agreed that this particular type of audit check would 

not oe appropriate for the State considering the extra cost involved.

Recommendation No. 4

Risk Management should keep T reasury informed of aV[ bank accounts 

and investments into which it advances State funds.

Agree

This recommendation is one in which Risk Manager,ient was not familiar. 

There had been no requests of Risk Management to report account inform­

ation to Revenue on a periodic basis. This has been corrected and a 

report of all open trust accounts has been given to Revenue for their 

information.

Recommendation No. 5

Risk Management should develop written .rocedures that outline 

insurance requirements for personal service contracts: These procedures 

should be Incor p o r a t e d  into the S T a t e ,T~A3m1nfst:rative ManuaT.

Agree

Risk Management is now in the middle of contract processing. The 
insurance provisions for all professional service contracts are supposed 

to be cleared by Risk Management. In addition, written draft guidelines 

have been distributed throughout the Department of Transportation and 
Public Facilities for architects and engineers professional contracts.

The projection in savings 1s difficult to measure, however, $300,000 is 

.,ot an excessive figure considering the $3,000,000 1n liability claims 

that the State incurs each year.



The involvement of Risk Management has created a new awareness 
t ..oughout the State of the need for proper documentation of insurance 

certificates. We have received excellent cooperation from the Department 

o f  Transportation and Public Facilities Contract Section, for example, 

who have provided help in establishing standard contract procedures and 

Flagging of nonstandard contracts which require a more detailed review.

The Risk Management Division is working with Contract Officers in 

eacii agency to develop written procedures.

Recommendation No. 6

Ihe Divi si on should develop an annual report that provides a more 

complete picture of the S t a t e 1s Risk Management Program.

Agree

This recommendation is based on developing a report similar to that 

provided by major insurance companies which would give a detailed financial 

breakdown of claims, reserves, and an outline of the actual cost of risk 

incurred. Risk Management thinks that this is an excellent recommendation 

and will adopt this into an annual report which will serve to communicate 

much better the actual operation of the Risk Management program and the >

resulting savings in the cost of risk.
I

Recommendation No. 7

The Division £ f  Finance should use historical costs for building 

values reported in the State annual financial report rather than values 
developed by t H e U ivTsion o T  R i s O f a n a g e m e nt for insurance 'purposes.

Agree

This particular recommendation only involves Risk Management indi­

rectly. The information developed for replacement cost is that which 

Risk Management uses in its insurance value report to the underwriters 
and is sufficient for these purposes. Risk Management utilizes the best 

available information to provide this data with the full knowledge that 
there are considerable activities going on in all areas as to acquisition

i
- 2 1 -  i
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and disposal of property. Risk Management coordinates with the Department 

of Transportation and Public Facilities who have the statutory responsi­

bility for maintaining building indexes, but it is inevitable that there 

will be differences between the Department of Transportation anr Public 

Facilities and Risk Management information due to differences in collecting 

and maintaining data.

Sincerely

W. R. Hudson 

Commissioner

WRH/JH/bab

- 2 2 -
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M e m b e r s  o f  t h e
L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e :

Vie h a v e  r e v i e w e d  t h e  D i v i s i o n  o f  R i s k  M a n a g e m e n t ' s  r e s p o n s e  
t o  o u r  p r e l i m i n a r y  r e p o r t .  O u r  c o m m e n t s  f o l l o w .

R e c o m m e n d a t i o n  No. 1

R i s k  M a n a g e m e n t  d i s a g r e e s  w i t h  o u r  r e c o m m e n d a t i o n  t h a t  
b r o k e r a g e  s e r v i c e s  a n d  c o m p u t e r  s e r v i c e s  be o b t a i n e d  f r o m  
d i f f e r e n t  s o u r c e s .  O n e  a r g u m e n t  is t h a t  " t h e  S t a t e  o w n s  t h e  

d a t a  b a s e "  a n d  " a t  a n y  p o i n t  c o u l d  t a k e  t h e  s e r v i c e  a n d  g i v e  
i t  t o  s o m e o n e  e l s e . "  W e  p o i n t  o u t  t h a t  i t  t a k e s  m u c h  m o r e  
t h a n  a d a t a  b a s e  t o  p r o d u c e  a m a n a g e m e n t  i n f o r m a t i o n  s y s t e m .
I t  a l s o  t a k e s  c o m p u t e r  p r o g r a m s .  F u r t h e r ,  c o m p u t e r  c h a n g e -  
o v e r s  a r e  c o s t l y ,  a n d  s e r v i c e  is i n e v i t a b l y  d i s r u p t e d .  
T h e r e f o r e ,  it is t o  t h e  S t a t e ' s  b e n e f i t  to h a v e  a s t a b l e  
c o m p u t e r  s e r v i c e .  B e c a u s e  t h e  S t a t e  s h o u l d  be in a p o s i t i o n  
tr r h a n g e  b r o k e r s  w i t h o u t  a d v e r s e l y  i m p a c t i n g  its m a n a g e m e n t  
i n f o r m a t i o n  s y s t e m ,  we s t a n d  b y  o u r  r e c o m m e n d a t i o n  t h a t  t h e  

tv;3 s e r v i c e s  be s e p a r a t e d .

R e c o m m e n d a t i o n  No. 2

A s  p o i n t e d  o u t  in t h e  r e p o r t ,  R i s k  M a n a g e m e n t  is a c c o u n t a b l e  
f o r  its' u s e  of S t a t e  f u n d s .  A s  s u c h ,  i t  is r e q u i r e d  t o  
c o m p l y  w i t h  S t a t e  la w s  w h i c h  g o v e r n  t h e  u s e  of t h e s e  f u n d s  
a n d  t o  m a i n t a i n  a c c u r a t e  a n d  a u d i t a b l c  r e c o r d s  of i t s  f i n a n c i a l  
a c t i v i t i e s .  W e  b e l i e v e  s u f f i c i e n t  e x a m p l e s  a r e  p r o v i d e d  in 
t h e  b o d y  of t h e  r e p o r t  to i l l u s t r a t e  t h a t  t h e  D i v i s i o n  n e e d s  
t o  s t r e n g t h e n  i t s  p r o c e d u r e s  in t h i s  r e g a r d .  M a j o r  a r e a s  of 

c o n c e r n  are:

1. I n a d e q u a t e  d o c u m e n t a t i o n  o f  e n c u m b r a n c e s .
2. T w o  s e p a r a t e  c o m p u t e r  s y s t e m s  w h i c h  a r e  n o :  

r e c o n c i l e d .
3 r C a s h  r e c e i p t s  n o t  d e p o s i t e d  in t h e  S t a t e  T r e a s u r y .



R e c o m m e n d a t i o n  N o .  3

T h e  D i v i s i o n  d i s a g r e e s  w i t h  t h i s  r e c o m m e n d a t i o n  b e c a u s e  it 

b e l i e v e s  t h e r e  a r e  a l r e a d y  a d e q u a t e  c h e c k s  a n d  b a l a n c e s  o v e r  
t h e  w o r k e r s '  c c w p e n s a t i o n  a n d  g e n e r a l  l i a b i l i t y  c l a i m s .  A s  
a n  e x a m p l e ,  i t  r e f e r s  t o  q u a r t e r l y  " a u d i t s "  o f  t h e  N o r t h e r n  
T r u s t  A c c o u n t .  Pea t ,  M a r w i c k  a n d  M i t c h e l l  p e r f o r m  b a n k  
r e c o n c i l i a t i o n s ,  n o t  a u d i t s ,  a n d  c l e a r l y  s t a t e  in t h e i r  
r e p o r t s  t h a t  " W a  h a v e  p e r f o r m e d  n o  a u d i t  p r o c e d u r e s . "
A n o t h e r  e x a m p l e  t h e  D i v i s i o n  r e f e r s  t o  i s  t h e  d e t a i l e d  c l a i m  
l i s t i n g s  p e r i o d i c a l l y  s u p p l i e d  t o  d e p a r t m e n t s .  It is u n ­

r e a l i s t i c  t o  b e l i e v e ,  h o w e v e r ,  t h a t  d e p a r t m e n t s  «vill b e  a b l e  
t o  t h o r o u g h l y  v e r i f y  t h e s e  l i s t i n g s .  C l a i m a n t s  m a y  n o t  e v e n  
b e  e m p l o y e d  t h e r e  a n y  l o n g e r .

W e  b e l i e v e  R i s k  M a n a g e m e n t ' s  e x i s t i n g  c o n t r o l s  a r e  n e c e s s a r y ,  

b u t  n o t  a d e q u a t e ,  a n d  r e i t e r a t e  o u r  r e c o m m e n d a t i o n  f o r  c a s h  
d i s b u r s e m e n t  a u d i t s .  W i t h  t h e  u s e  of s t a t i s t i c a l  s a m p l i n g  

m e t h o d s ,  t h i s  s h o u l d  n o t  b e  a p a r t i c u l a r l y  t i m e - c o n s u m i n g  o r  

e x p e n s i v e  p r o c e d u r e .

G e r a l d  L. W i l k e r s o n ,  C P A  
L e g i s l a t i v e  A u d i t o r  
D i v i s i o n  of L e g i s l a t i v e  A u d i t
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