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_ d e d u c t i b l e s .  It  ie m u c h  m o r e  d i f f i c u l t ,  h o w e v e r ,  to p u t  a 
d o l l a r  v a l u e  o n  t h e s e  s a v i n g s  b e c a u s e  t h e y  te n d to v a r y  w i t h  e a c h  
u n d e r w r i t e r  d e p e n d i n g  o n  m a r k e t  c o n d i t i o n s  at the t i m e  of 
p l a c e m e n t .

A p r i l  9, 1987

T h e  H o n o r a b l e  R i c k  U e h l i n g  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V
Ju n e a u ,  A K  9 9 8 1 1 - 3 1 0 0

D e a r  S e n a t o r  U e h l i n g :

Re: S e n a t e  B i l l  152
C a t a s t r o p h e  I n s u r a n c e  Fu nd  
S e n a t e  A f f a i r s  C o m m i t t e e  
M e e t i n g :  M a r c h  30, 1987

D u r i n g  the r e c e n t  S e n a t e  A f f a i r s  C o m m i t t e e  m e e t i n g ,  y o u  r e q u e s t e d  
a d d i t i o n a l  i n f o r m a t i o n  c o n c e r n i n g  a r e a s  of p o s s i b l e  s a v i n g s  th a t 
m i g h t  r e s u l t  d u e  to c r e a t i o n  o f  th e C a t a s t r o p h e  I n s u r a n c e  F u n d  as 
o u t l i n e d  in SB 152.

In e x p l a n a t i o n ,  let m e m a k e  s o m e  c o m m e n t s  a b o u t  d e d u c t i b l e s  or 
a e l f - i n s u r a n c e  f r o m  a n  u n d e r w r i t e r ' s  p e r s p e c t i v e .  M o s t  i n s u r a n c e  
u n d e r w r i t e r s  d o  n o t  like to w r i t e  e x c e s s  o r  c a t a s t r o p h e  c o v e r a g e  
o v e r  h i g h  s e l f - i n s u r e d  r e t e n t i o n s  u n l e s s  t he y  feel the p o l i c y­
h o l d e r  is a b l e  to  r e s p o n d  (timely) to p o s s i b l e  loss. F r o m  the 
s t a n d p o i n t  o f  l i a b i l i t y  c o v e r a g e s  t h i s  s t a t e m e n t  is a b s o l u t e  
b e c a u s e  U.S. c o u r t s  in s e v e r a l  i n s t a n c e s  have  r ul ed  th a t the
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e x c e s s  u n d e r w r i t e r s  m u s t  r e s p o n d  to  p r i m a r y  l o s s e s  if t h e  p r i m a r y  
i n s u r e r  is u n a b l e  to p a y . Al so, o f  c ou rs e,  in i n s t a n c e s  w h e r e  
the p r i m a r y  o r  s e l f - i n s u r e r  is u n a b l e  to r e s p o n d  in a t i m e l y  
fashion, l i t i g a t i o n  a n d / o r  l e g a l  c o s t s  are a l m o s t  a c e r t a i n t y *  
F r o m  a p r o p e r t y  s t a n d p o i n t  f u n d i n g  is n o t  q u i t e  so e s s e n t i a l  to 
the e x c e s s  u n d e r w r i t e r ;  h o w e v e r ,  e v e n  w i t h  a f i r s t  p a r t y  l o s 3 
t h e r e  m a y  b e  m o r t g a g e e s ,  l e s s o r s  o r  o t h e r  p a r t i e s  of  i nt e r e s t ,  
a n d  i n a b i l i t y  of t i m e l y  r e s p o n s e  to loss c a n  c o m p l i c a t e  an 
a d j u s t m e n t  as w e l l  as lead  to l e g a l  c o s t s  o r  l i t i g a t i o n .

T h e s e  ar e  the p r i m a r y  r e a s o n s  m a r k e t s  for e x c e s s  c o v e r a g e s  m a y  be 
lim i te d,  c o s t l y — o r  e v e n  u n a v a i l a b l e  u n l e s s  the e x c e s s  c a r r i e r  
( i ns ur anc e co mp any ) is s a t i s f i e d  t h a t  the p o l i c y h o l d e r  h a s  t a k e n  
r e a s o n a b l e  s t e p s  to f u n d  s e l f - i n s u r e d  o b l i g a t i o n s .

As p r e v i o u s l y  stat ed,  a c t u a l  e x c e s s  i n s u r a n c e  s a v i n g s  are 
d e p e n d e n t  o n  the u n d e r w r i t e r  a n d  c o n d i t i o n s  o f  t h e  i n s u r a n c e  
m a r k e t s — b u t  a r e a s o n a b l e  e s t i m a t e  o f  s a v i n g s  w o u l d  p r o b a b l y  be  
a b o u t  10% of  n o r m a l  e x c e s s  p r e m i u m  c o s t s — n o t to m e n t i o n  th e 
a v a i l a b i l i t y  f a c t o r  w h i c h  c a n b e c o m e  e v e n  m o r e  i m p o r t a n t  th an  the  
s a v i n g s .

Th e  e n c l o s e d  c h a r t  i l l u s t r a t e s  the  m e t h o d  to b e U 6 e d  to f u n d  the 
c a t a s t r o p h e  fund  c r e a t e d  b y  SB 152. P r e s e n t l y  t h e r e  a r e w i d e  
v a r i a n c e s  in the S t a t e  l e v e l s  of  s e l f - i n z u r a n c e  b e l o w  $ 5 , 0 0 0 , 0 0 0 .  
T h e y  v a r y  f r o m  $ 5 0 , 0 0 0  for m a r i n e  h u l l s  to $ 5 , 0 0 0 , 0 0 0  for 
w o r k e r s *  c o m p e n s a t i o n  and  l i a b i l i t y  i n s u r a n c e .  P r e s e n t l y  the 
S t a t e  is s p e n d i n g  $ 2 , 8 0 0 , 0 0 0  fo r i n s u r a n c e  b e l o w  the $ 5 , 0 0 0 , 0 0 0  
loss level. T h r o u g h  SB 152, w e  h o p e  to r e t a i n  t h e s e  p r e m i u m s  
f o r m e r l y  s p e n t  for i n t e r m e d i a t e  l e v e l s  of  c o v e r a g e  an d  u t i l i z e  
t h e m  for o u r  c a t a s t r o p h e  s e l f - i n s u r a n c e  p r o g r a m .

N o t  o n l y  w i l l  t h i s  p r o g r a m  r e t a i n  f u n d s  f o r m e r l y  e x p e n d e d ,  but  
o n c e  the $ 5 , 0 0 0 , 0 0 0  c a p  is r e a c h e d  fo r  the  c a t a s t r o p h e  fund, an y 
s a v i n g s  w i l l  b e  r e f l e c t e d  in R i B k  M a n a g e m e n t ' s  b u d g e t .  (See 
f i s c a l  n o t e  for SB 152.)

I h o p e  t h e s e  c o m m e n t s  a n s w e r  y o u r  i n q u i r y .  If y o u  r e q u i r e  
a d d i t i o n a l  i n f o r m a t i o n ,  p l e a s e  d o  n o t  h e s i t a t e  to call.

D J H / t z
1 9 / 9 D 1 / 0 4 0 1 - 0 5
E n c l o s u r e
cci C o m m i s s i o n e r  G a r r e y  P e s k a

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

S i n c e r e l y ,

D i r e c t o r
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INSUR AN CE  EXC ESS OF $5 M I L L I O N

$ 5 , 8 0 0 , 0 0 0
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P R E M I U M  S A U I N G S  FROM 
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lillFUNDlliB::
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R E T E N T I O N
000 00RETENT I ONS[____

0 T O  $5 M I L L I O N SEL F  I N S U R A N C E

'••SAVINGS W IL L  VARY ANNUALLY, ESTIM A TED  AVERAGE $ 2 . 0  M IL L IO N  PER  YEAR
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FISCAL NOTE

L.iv/ Loo: 7 n -H /-n n i< j

REQUEST_________ Publ is I) Date:

Revision Date: _________________________  Agency Affected: Administration

Title: An relating to State's risk BRU: Risk Management 

management, et a 1 .

Sponsor:By the Rules Committee Components:

Requestor: Governor____________________________________________________________

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING

FY 87
_  T Y -W  _

FY 90 r r r r F V 9 2

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

CRAN7S, CLAIMS

MISCELLANEOUS

-o- *0- -o- -0* -0- -o-
-o- -0- -0- -0- -o- -o-
-0- -0- -o- -0- (2,400.0) (2,700.0)
-0- -0- -0- -0 - -0- -0-
-0 - -o- -o- -0- -0- -0-
-0 - -0- -o- -0- -0- -0-
-0 - -0- -o- -0- -0- -0-

-0 - -o- -o- -o- -o- -o-

TOTAL OPERATING -0- -0 - -o- -0- (2,400.0) (2 . /0 0 .0 )

W H T -o- - o -  1 - 0- - 0 - -o- - 0 -

REVENUE -o- -o- -o- -o- -o- -o-

FUNDING: (Thousands of Do!' ars)
CENERAL FUND -o- -0- -0- -o- -0- -0-

FEDERAL FUNDS -o- -0- -0- -0- -0- -0-
OTHER -o- -o- -0- -0- (2,400.0) (2,700.0)
TOTAL -0- -o- -0- -o- (2,400.0) (2,700.0)

POSIT IONS:
FULL-TIME -o- -0- -0- -0- -0- -0-

PART-TIME -o- -0- -0- -0- -0- -0-
TEMPORARY -0- -o- -0- -0- -0- -0-

A N A L Y S I S : Attach a separate page if necessary

State insurance catastrophe fund established ($5,000,000 maximum) to fund 

self-insured losses in excess of $1,000,000. Funding to come from insurance 

premium savings due to increased self-insurance. It will take approximately 

three year's accumulation of savings to build the fund. Budget reductions 
should begin in FY 91 assuming no losses.

Prepared By: Don Hitchcock___________________________________ Phone:__465-2ibo____________

Division: R H k  Management____________________________________  Date: February 20, 7987

Approved by Commissioner: Garrey Peska________________ Date:

Agency: Department of Administration_________________

Distribution (by preparer):

Legislative Finance 

Legislative Sponsor 

Requestor
Office of Management and Budget 
Impacted Agency(ies)

Senate Secretary Page 1 of i
Rev. 9/16/86
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S e c .  3 7 . 0 5 . 2 8 9 .  S T A T E  I N S U R A N C E  C A T A S T R O P H E  R E S E R V E  A C C O U N T

(a) T h e r e  is e s t a b l i s h e d  i n  t h e  g e n e r a l  f u n d  a s t a t e  i n s u r a n c e  c a t a s ­

t r o p h e  r e s e r v e  a c c o u n t  c o n s i s t i n g  o f  a s s e t s  a p p r o p r i a t e d  t o  it by t h e  

l e g i s l a t u r e  a n d  a s s e t s  a l l o c a t e d  to t h e  a c c o u n t  b y  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  a s  p r o v i d e d  i n  (b) o f  t h i s  s e c t i o n .  A s s e t s  o f  t h e  

a c c o u n t  m a y  b e  u s e d  to o b t a i n  i n s u r a n c e ,  to e s t a b l i s h  r e s e r v e s  f o r  t h e  

s e l f - i n s u r a n c e  p r o g r a m ,  a n d  to s a t i s f y  c l a i m s  o r  J u d g m e n t s  a r i s i n g  

u n d e r  t h e  p r o g r a m .  I n t e r e s t  e a r n e d  o n  m o n e y  i n  t h e  a c c o u n t  m u s t  be 

r e m i t t e d  to t h e  D e p a r t m e n t  o f  R e v e n u e ,  i n  a c c o r d a n c e  w i t h  A S  3 7 . 1 0 . -  

050.

(b) 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  m a y  a l l o c a t e  to t h e  s t a t e  

i n s u r a n c e  c a t a s t r o p h e  r e s e r v e  a c c o u n t ,  f r o m  t h e  a p p r o p r i a t i o n s  to a l l  

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

c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  d e t e r m i n e s  to b e  n e c e s s a r y  t o  p r o v i d e  

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

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

o n e - y e a r  a p p r o p r i a t i o n  u n d e r  A S  3 7 . 2 5 . 0 1 0  a n d  d o e s  n o t  l a p s e ,  e x c e p t  

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

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

t o  e x c e e d  $ 5 , 0 0 0 , 0 0 0 .  I f  t h e  a m o u n t  n e c e s s a r y  to s a t i s f y  c l a i m s  o r  

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

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

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

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

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

l a p s e  at t h e  e n d  o f  t h e  f i s c a l  y e a r .

*  S e c .  2. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  u n d e r  A S  0 1 . 1 0 . 0 7 0 ( c ) .

SB 152 -2- SB0152A



(7) HOUSE COMMITTEE REPORT
Date referred: 4/28/87 FURTHER REFERRALS:

Finance

DATE: 5 “- / /  P 7

The s t a t e  A f f a i r s   Committee has considered SB 152

"An Act relating to the state's risk management; and creating a state 
insurance catastrophe reserve account; and providing for an effective date."

RECOMMENDS:

[ ] replace with

[ ] attached amendment(s)

ADOPTS:

X1
do pass 

do not pass 

no recommendation 

individual recommendations 

additional referral to the

letter of intent

[ ] the same title 

[ ] a new title

Committee

ATTACHES HEW FISCAL N O T E ( s ) : 

[ ] fiscal impact

[ ] zero fiscal note

[ ] zero with analysis

SIGNING DO PASS:

V W j V r '

I
v. t C "v-

/'

flh a s t/ i/ 'v
" 'lis t' / / / ^

[ ] same as previous fiscal note

published _______________________

same as previous zero fiscal

note published ________________

SIGNING^ OTHER ONS:

ASQ /0 z,C

Chairman's signature
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DEPARTMENT OF ADMINISTRATION
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A p r i l  17, 1987

STEVE COWPER, G O V E R N O R

POUCH C (MS 02181 
JUNEAU, ALASKA 99811 
PHONE: 19071 465 2180

H o n o r a b l e  G a r r e y  Pe sk a 
C o m m i s s i o n e r  of A d m i n i s t r a t i o n  
S t a t e  o f A l a s k a  
S t a t e  O f f i c e  B u i l d i n g  
J u n e a u ,  A l a s k a  99811

D e a r  C o m m i s s i o n e r  Peska:

I a m  p l e a s e d  to s u b m i t  t h e  F Y 8 6  a n n u a l  r e p o r t  f o r  t h e  D i v i s i o n  of 
R i s k  M a n a g e m e n t .

As  t h e  a v a i l a b i l i t y  of  m a r k e t s  f o r  S t a t e  i n s u r a n c e  n e e d s  h a v e  
b e c o m e  l i m i t e d  a n d  c o s t s  d r a m a t i c a l l y  e s c a l a t e d  ove r the pa s t t w o  
y e a r s ,  it h a s  b e c o m e  n e c e s s a r y  t o  i n c r e a s e  t h e  S t a t e  l e v e l s  of 
s e l f  i n s u r a n c e  in o r d e r  to c o n t r o l  c o s t s .  At t h e  s a m e  t i m e  w e  
h a v e  a l s o  r e t a i n e d  t h e  a b i l i t y  to c o n t i n u e  to p r o v i d e  t h e  S t a t e  
a g e n c i e s  w i t h  a v e r y  b r o a d  s p e c t r u m  of i n s u r a n c e  p r o t e c t i o n .  
H o w e v e r ,  as the State's l e v e l s  of self i n s u r a n c e  are i n c r e a s e d  we  
a u t o m a t i c a l l y  a s s u m e  r e s p o n s i b i l i t i e s  f o r  h i g h e r  l e v e l s  of 
u n i n s u r e d  e x p o s u r e s  to  l oss . It is f o r t h i s  r e a s o n  w e  a r e  
p r o p o s i n g  l e g i s l a t i o n  w h i c h  w i l l  a l l o w  t h e  S t a t e  to  d e v e l o p  a 
r e a s o n a b l e  C a t a s t r o p h e  I n s u r a n c e  F u n d  in th e  e v e n t  l a r g e  a n d  
u n f o r e s e e n  l o s s e s  s h o u l d  occur.

W i t h  t h e e x c e p t i o n  of c e r t a i n  high risk l i a b i l i t y  e x p o s u r e s  there 
a r e  v e r y  d e f i n i t e  s i g n s  of i m p r o v e m e n t  in i n s u r a n c e  m a r k e t  
p r e d i c t a b i l i t y  a nd  a v a i l a b i l i t y .  C o s t s  a pp e a r  to h a v e  r e a c h e d  a 
p l a t e a u  a n d  s h o u l d  s l o w l y  r e c e d e  to m o r e  a c c e p t a b l e  l e v e l s  as 
c o m p e t i t i o n  b e c o m e s  m o r e  p r e v a l e n t .  N o n e t h e l e s s  w e  p l a n  to 
c o n t i n u e  w i t h  s t e p s  a l r e a d y  t a k e n  to  i n c r e a s e  S t a t e  s e l f  
i n s u r a n c e  r e t e n t i o n s  ( d e d u c t i b l e s )  a n d  m o v e  a w a y  f r o m  th e 
u n p r e d i c t a b i l i t y  e x p e r i e n c e d  in t r a d i t i o n a l  i n s u r a n c e  ma rk ets . W e  
b e l i e v e  s u c h  a p r o g r a m  t o be in t h e  b e s t  i n t e r e s t s  of  t h e  S t a t e  
b o t h  f r o m  a cost a n d  c o v e r a g e  s ta nd p oi nt .

S e r v i c e  p r o v i d e d  to i n j u r e d  S t a t e  e m p l o y e e s  and t he ir d e p e n d e n t s  
a s  w e l l  a s o t h e r  c l a i m a n t s  r e m a i n s  a t  t h e  t o p  of o u r  p r i o r i t y  
l i s t .  A s  t h e  i n s u r a n c e  i n f o r m a t i o n  r e s o u r c e  f o r  a l l  S t a t e  
a g e n c i e s  w e  c o n t i n u e  to s o l i c i t  i n q u i r y  a n d  c o m m e n t  t o b e t t e r  
s e r v e  t h e i r  n e e d s .  I h o p e  t h i s  r e p o r t  w i l l  be of a s s i s t a n c e  to 
r e a d e r s  in u n d e r s t a n d i n g  the State's i n s u r a n c e  p r o g r a m s  as w e l l  
as the s p e c i a l  s e r v i c e s  R i s k  M a n a g e m e n t  provides.

TELEX NUMBER 46-308 TELECOPIER NUMBER 465-2169



F U N C T I O N S  
OF  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

P r i m a r y  goal  of the D i v i s i o n  of R is k M a n a g e m e n t  is to p r o t e c t  the 
S t a t e ' s  a s s e t s  f r o m  m a j o r  l o s s  t h r o u g h  a c o m b i n a t i o n  of s e l f ­
fu n d i n g  a n d  i n s u r a n c e  a g r e e m e n t s  th at  ar e  f i s c a l l y  s o u n d  and cost 
e f f ec ti ve .

T h i s  o b j e c t i v e  is a c c o m p l i s h e d  t h r o u g h  t h r e e  b a s i c  a p p r o a c h e s  to 
r e s p o n s i b l e  Risk M a n a g e m e n t .

1. A d m i n i s t r a t i o n  a n d  c o n t r o l  of s e l f - i n s u r a n c e  a n d  insur ed
r i s k  d e s i g n e d  to  be r e s p o n s i v e  t o  t h e  i n d i v i d u a l  n e e d s
of e a c h  S t a t e  a g e n c y  a n d  i n t h e  b e s t  i n t e r e s t s  of t he
S t a t e  as a whole.

2. P o s i t i v e  a n d  a g g r e s s i v e  c o n t r o l  of c l a i m s  b r o u g h t
a g a i n s t  t h e  S t a t e  a s  w e l l  a s  c l a i m s  f o r  r e p a i r  or 
r e p l a c e m e n t  o f  d a m a g e d  S t a t e  p r o p e r t i e s .  F a i r  a n d  
r e a s o n a b l e  s e t t l e m e n t  o f  c l a i m s  i n  a t i m e l y  a n d  
p r a c t i c a l  m a n n e r  w h e r e v e r  p os si bl e.  T h i s  f u n c t i o n  w o r k s  
in c o o r d i n a t i o n  w i t h  the D e p a r t m e n t  of Law.

3. P r o v i d e  S t a t e  a g e n c i e s  w i t h  t i m e l y  a n d  a c c u r a t e  c l a i m s  
e x h i b i t s  a n d  a n a l y s i s  so  t h a t  s a f e t y  a c t i v i t i e s  a n d  
a c c i d e n t  p r e v e n t i o n  p r o g r a m s  c a n  b e  d e s i g n e d  a n d  
i m p l e m e n t e d  to c r e a t e  a n d  m a i n t a i n  a saf e pl ace  to w o r k  
for our e m p l o y e e s  as w e l l  as p r o t e c t  the g e n e r a l  public. 
T h e s e  are for g e n e r a l  use w i t h i n  the  S t a t e  system.



I n t r o d u c t i o n  to R i s k  M a n a g e m e n t

R i s k  e x i s t s  w h e n e v e r  t h e  f u t u r e  is u n k n o w n .  S i n c e  no  o n e  k n o w s  
t h e  f u t u r e  e x a c t l y ,  £ Y£ X y < 2 H £  i s  a  r i s k  m a n a a s x #  n o t  b y  c h o i c e ,  
b u t  by s hee r neces si ty.

The S t a t e  of A l a s k a  has physic al,  f in a n c i a l ,  a n d  h u m a n  r e s o u r c e s  
th a t h e l p  it a c h i e v e  its ob j e c t i v e s .  A s u b s t a n t i a l  loss to an y  of 
t h es e r e s o u r c e s  c o u l d  c a u s e  f i n a n c i a l  l o s s  a n d / o r  d i s r u p t i o n  of 
s e r v i c e s  or o p e r a t i o n s  p r o v i d e d  to the p e o p l e  of the state.

Ri s k m a n a g e m e n t  is the p r o c e s s  of m i n i m i z i n g  the a d v e r s e  e f f e c t s  
of l o s s  t h r o u g h  p r e - p l a n n i n g  a n d  p r e - f u n d i n g  of  l o s s  e x p os ur es . 
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 c t s  m u c h  l i k e  a n  i n s u r a n c e  
c o m p a n y  in p a y i n g  i n j u r e d  w o r k e r s '  c o m p e n s a t i o n  cl a i m s ,  h a n d l i n g  
l i a b i l i t y  c l a i m s  or l a w s u i t s  a n d  p r o v i d i n g  f u n d s  f o r  d a m a g e  to 
S t a t e  p r o p e r t y  r a n g i n g  f r o m  the M / V  C O L U M B I A  to an i v o r y  a r t i f a c t  
h o u s e d  in the S t a t e  M us e u m .

R i s k  m a n a g e m e n t  is m o r e  t h a n  j u s t  p u r c h a s i n g  i n s u r a n c e  f o r  
l o s s e s .  It i n v o l v e s  t h e  l o n g  t e r m  c o m m i t m e n t  of t h e  S t a t e  to  
m i n i m i z e  t h e  t o t a l  c o s t  of ri sk.  P r o p e r l y  i m p l e m e n t e d ,  r i s k  
m a n a g e m e n t  a v o i d s  t h e u n p l e a s a n t  t a s k  of o b t a i n i n g  u n b u d g e t e d  
f u n d s  to f i n a n c e  r e s t o r a t i o n  a f t e r  a m a j o r  loss.

D u r i n g  the p a s t  15 years, risk m a n a g e m e n t  ha s  b e c o m e  an e s s e n t i a l  
p a r t  o f  c o r p o r a u e  m a n a g e m e n t  a s  w e l l  a s f o r  c i t i e s  a n d  s t a t e s .  
T h e  S t a t e  of A l a s k a  has r e c e i v e d  the b e n e f i t s  of  r i s k  m a n a g e m e n t  
s i n c e  1 9 7 2  a n d  S t a t e  a g e n c i e s  h a v e  r e a l i z e d  c o n s i d e r a b l e  s a v i n g s  
a n d  s i g n i f i c a n t  i n c r e a s e d  p r o t e c t i o n  o v e r  the years.

T h e  S t a t e  a t  o n e  t i m e  w a s  s h e l t e r e d  f r o m  l i a b i l i t y  s u i t s  by t h e  
d o c t r i n e  of " S o v e r e i g n  I m m u n i t y " ,  h o w e v e r ,  l e g i s l a t i v e  a n d  c o u r t  
a c t i o n s  h a v e  s u b s t a n t i a l l y  e r o d e d  t h a t  c o n c e p t .  M a n y  c o u r t  
d e c i s i o n s  a p p l y  the  "deep p oc ke t"  t h e o r y  in a w a r d i n g  d a m a g e s  to 
an i n j u r e d  p a r t y .  T h i s  p l a c e s  t h e  S t a t e  in l i n e  f o r  p a y m e n t  in 
m a n y  c a s e s  w h e r e  t h e  S t a t e  h a s  l i t t l e  o r n o  k n o w n  l i a b i l i t y .  
W o r k e r s '  c o m p e n s a t i o n  s t a t u t o r y  b e n e f i t s  in A l a s k a  a r e  t h e  
h i g h e s t  of a l l  t h e  s t a t e s .  T h e s e  m a j o r  e x p o s u r e s  h a v e  to be  
c o n t r o l l e d  a n d  p r o p e r l y  funded.

In b a s i c  t e r m s ,  R i s k  M a n a g e m e n t  s t r i v e s  t o g i v e  l e s s  m o n e y  to 
i n s u r a n c e  c o m p a n i e s  and p r o v i d e s  s e r v i c e s  ( c l a i m s  a d j u s t i n g  etc.) 
t h r o u g h  A l a s k a  b a s e d  p r o f e s s i o n a l  s e r v i c e  c o n t r a c t o r s .  C o s t  
e f f e c t i v e  p r o t e c t i o n ,  s a f e t y  a w a r e n e s s  a n d  c l a i m s  m a n a g e m e n t  are  
the "keys" to a s u c c e s s f u l  risk m a n a g e m e n t  p r o g r a m .



RISK MAN A G E M E N T  SERVICES.

RISK MANAGEMENT ADMINISTRATION

D e v e l o p i n g  t h e  S t a t e ' s  t o t a l  p r o p e r t y  a n d  c a s u a l t y  i n s u r a n c e  
p r o g r a m ;  a s s e s s i n g  n e w  o r  s p e c i a l  p r o j e c t s  f o r  i n s u r a n c e  
e x p o s u r e s  or n e e d s ;  p r o v i d i n g  e v i d e n c e  of i n s u r a n c e  for  s t a t e  
a c t i v i t i e s ;  p r e p a r i n g  a n n u a l  i n s u r a n c e  c o s t s  for s t at e age nci es ; 
m o n i t o r i n g  l o s s  f u n d s ;  o v e r s e e i n g  a n n u a l  a c t u a r i a l  a n d  a u d i t  
s e r v i c e s  a n d  g e n e r a l  a d m i n i s t r a t i o n  of Risk M a n a g e m e n t ' s  re sp on se  
t o  S t a t e  n e e d s  a r e  s o m e  o f  t h e  s e r v i c e s  p r o v i d e d  b y  t h e  
a d m i n i s t r a t i v e  section.

M a r k e t i n g  of  th e  S t a t e ' s  i n s u r a n c e  p r o g r a m s  is d o n ?  t h r o u g h  
c o n t r a c t  B r o k e r s .  P r e s e n t l y  o u r  B r o k e r s  a r e  C o r r o o n  & B l a c k  a n d  
M a r s h  & M c L e n n a n .  T h e  St at e 's  a n n u a l  i n s u r a n c e  a c t u a r i a l  re po rts  
a r e  p r e p a r e d  b y  C o o p e r s  & L y b r a n d .  P ea t,  M a r w i c k ,  M i t c h e l l  & Co 
p r o v i d e  a u d i t  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  a r e  p r o v i d e d  by 
M a r s h  & M c L e n n a n ' s  CIS. Al l R i s k  M a n a g e m e n t  c o n t r a c t  s e r v i c e s  are 
bid  e v e r y  3- 5 years.

R i s k  M a n a g e m e n t  a l s o  p r o v i d e s  s e r v i c e s  t o t h e  A l a s k a  P o w e r  
A u t h o r i t y  a n d  c o o r d i n a t e s  w i t h  or a s s i s t s  t h e  U n i v e r s i t y  of 
A l a s k a  an d the A l a s k a  R a i l r o a d  w h e n  requested.

CLAIMS SERVICES

C l a i m s  M a n a g e m e n t  p r o v i d e s  s e r v i c e s  to i n v e s t i g a t e  an d  a d j u s t  a 
c l a i m  once an a c c i d e n t  or o c c u r r e n c e  is rep orted. The  m a j o r i t y  of 
w o r k e r s '  c o m p e n s a t i o n  a n d  l i a b i l i t y  c l a i m s  a r e  h a n d l e d  t h r o u g h  
a d j u s t i n g  f i r m s  u n d e r  c on t r a c t .  M o s t  p r o p e r t y  c l a i m s  are h a n d l e d  
d i r e c t l y  by R i s k  M a n a g e m e n t  c l a i m s  staff.

N o r t h e r n  A d j u s t e r s  Inc., w i t h  o f f i c e s  in A n c h o r a g e ,  F a i r b a n k s ,  
J u n e a u  and o t h e r  A l a s k a  c i t i e s  h a n d l e s  a u t o  and g e n e r a l  l i a b i l i t y  
c l a i m s ;  P a c i f i c  M a r i n e  I n s u r a n c e ,  K e t c h i k a n  d e a l s  w i t h  c l a i m s  on 
t h e  M a r i n e  H i g h w a y  S y s t e m ;  S c o t t  W e t z e l  S e r v i c e s ,  A n c h o r a g e  
a d j u s t s  w o r k e r s '  c o m p e n s a t i o n  c l a i m s  a n d  S u r e t y  of A l a s k a ,  
A n c h o r a g e  s e r v i c e s  a v i a t i o n  a n d  p r o f e s s i o n a l  l i a b i l i t y  c a s e s .  
E a c h  f i r m  is s u b j e c t  to p e r i o d i c  c l a i m s  r e v i e w  by  Ri sk  M a n a g e m e n t  
o f f i c e r s  p l u s  s c h e d u l e d  a u d i t s  b y  i n d e p e n d e n t  c l a i m s  
p r o f e s s i o n a l s .

CONTRACT REVIEW

A n  i m p o r t a n t  p a r t  o f  R i s k  M a n a g e m e n t ' s  l o s s  c o n t r o l  s e r v i c e s  
i n v o l v e s  e s t a b l i s h m e n t  o r r e v i e w  of s t a t e  c o n t r a c t  i n s u r a n c e  
r e q u i r e m e n t s .  T h e s e  a r e  n e c e s s a r y  to  p r o t e c t  t he  s t a t e  f r o m  
c l a i m s  c a u s e d  by the a c t s  of i n d e p e n d e n t  c o n t r a c t o r s .

C o n s i d e r i n g  the p r e s e n t  i n s u r a n c e  m a r k e t ,  S t a t e  r e q u i r e m e n t s  have 
b e c o m e  d i f f i c u l t  to o b t a i n  f o r  m a n y  of t he  s t a t e ' s  c o n t r a c t o r s .  
R i s k  M a n a g e m e n t  is a d d r e s s i n g  t h i s  p r o b l e m  w h e n  n e c e s s a r y  by 
r e v i s i n g  c o n t r a c t  r e q u i r e m e n t s  on a n i n d i v i d u a l  b a s i s  (or w h e r e  
a p p l i c a b l e ) ,  o n  a s p e c i f i c  p r o g r a m  b a s i s .  D u r i n g  F Y 8 6  s t a n d a r d  
( b o i l e r  p l a t 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  S t a t e  c o n t r a c t s  w e r e  
r e v i e w e d  and  m o d i f i e d  w h e r e  nec es sa ry .3



Due to the wide variety of State contracts, it is very difficult 
to adopt one program or even a series of programs to fit the 
needs of all contractual agreements. Boilerplate insurance 
requirements are considered guides and Risk Management will work 
with State agencies to consider revisions when requested.

It is in the best interest of the agencies to remain involved in 
contract insurance negotiations since they can better attest to 
the type of work involved, inherent exposures, possible statutory 
requirements, and the importance of the contract.

LOSS CONTROL AND CLAIMS INFORMATION SERVICES

The starting point of any effective loss control program is to 
identify an agency's loss exposures. (Loss exposures include the 
items or persons subject to a loss, the forces that may cause a 
loss, and the financial impact of the loss.)

To assist agencies in determining where losses occur, how they 
occur, and the costs incurred, Risk Ma n a g e m e n t  provides loss 
control reports (see page 5) to A d m i n i s t r a t i v e  Directors, 
m a n a g e m e n t  level personnel and designated safety officers 
throughout the State.

Special reports m a y  also be generated from Risk Management's 
cl a i m s  database to provide specific listings of claims to a 
variety of questions. As an example, each vessel in the Marine 
Highway System and each State Pioneer Home received a listing of 
claims in fiscal year 1986. Risk M a n a g e m e n t  has also provided 
claim reports by specific type when requested (i.e. all open 
workers compensation claims for fiscal years 1983, 1984, and 1985 
over $25,000 which involved motor vehicles). Risk Management's 
claims analysis capabilities are extensive and available on 
request.

4
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INSURANCE CO ST A L L O C A T I O N  SYSTEM.

Ri sk  M a n a g e m e n t ' s  b u d g e t  is f u n d e d  t hr ou gh  a p r e m i u m  a l l o c a t i o n  
s y s t e m .  T h i s  is a s y s t e m  for  d i s t r i b u t i n g  th e  S t a t e ' s  i n s u r a n c e  
c o s t s  a m o n g  the v a r i o u s  d e p a r t m e n t s .  It is d e s i g n e d  to a c h i e v e  an 
e q u i t a b l e  d i s t r i b u t i o n  of c o s t s  t h a t  r e f l e c t  b o t h  e x p o s u r e  to 
l os s (i t em s s u b j e c t  to loss) as w e l l  as pa s t l o s s  e x p e r i e n c e  for 
e a c h  d e p a r t m e n t .

T h e  P r e m i u m  A l l o c a t i o n  S y s t e m  d e p e n d s  on t w o  s o u r c e s  of f u n d i n g  
f o r  i n s u r a n c e  c o s t s  f r o m  s t a t e  a g e n c i e s .  O n e  is t h r o u g h  I n t e r -  
A g e n c y  R e i m b u r s a b l e  S e r v i c e s  A g r e e m e n t s  (RSA). A l l  l i n e s  of 
i n s u r a n c e  o t h e r  t h a n  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 / A u t o  
L i a b i l i t y  a r e  p a i d  t h r o u g h  RSA's. A s e c o n d  is P a y r o l l  D ed u c t i o n ,  
w h i c h  p a y s  an a ge nc y's  w o r k er s'  c o m p e n s a t i o n ,  g e n e r a l  l i a b i l i t y  
a n d  a u t o  l i a b i l i t y  p r e m i u m s .

C o s t s  f o r  e a c h  A g e n c y  a r e  d e v e l o p e d  t h r o u g h  a f o r m u l a  w h i c h  
i n c l u d e s  u n i t s  of ex po s u r e ,  c l a i m s  history, s p e c i a l  h a z a r d s  suc h 
as m e d i c a l  m a l p r a c t i c e  a n d  o the r m e a s u r a b l e  risk c o m p o n e n t s .

For e x a m p l e ,  D O T P F  w i t h  its l a r g e  n u m b e r  of e m p l o y e e s  (2,399 for 
F Y 86 ) a s  w e l l  a s  r e s p o n s i b i l i t y  fo r t h e  S t a t e ' s  r o a d  s y s t e m ,  
b r i d g e s ,  f e r r i e s ,  b u i l d i n g s  a n d  a i r p o r t s  ( e x p o s u r e  u n i t s )  w i l l  
e x p e r i e n c e  m o r e  l o s s e s  in t e r m s  of total c l a i m s  and  to tal c o st s 
t h a n  o t h e r  a g e n c i e s .  T h i s  is r e f l e c t e d  in D O T P F ' s  p r e m i u m  
c h a r g e s .

To i l l u s t r a t e  h o w  an agency's i n s u r a n c e  c o s t s  a r e  d e v e l o p e d  the 
w o r k e r s '  c o m p e n s a t i o n  c h a r g e  f o r  A d m i n i s t r a t i o n  w i l l  b e  
e x a m i n e d .

T h e  State's worker s' c o m p e n s a t i o n  FY87 c os t is $4,74 7, 000  E i g h t y  
p e r  c e n t  or  $ 3 , 7 9 7 , 6 0 0  of t h a t  c h a r g e  is b a s e d  on t h e  S t a t e ' s  
l i m i t e d  l o s s  e x p e r i e n c e  fo r  a t h r e e  y e a r  p e r i o d  a n d  is k n o w n  as  
t h e  e x p e r i e n c e  p r e m i u m .  L i m i t e d  L o s s  E x p e r i e n c e  m e a n s  f o r  a n y  
cl a i m ,  an a g e n c y  w i l l  o n l y  be c h a r g e d  for an e s t a b l i s h e d  m a x i m u m  
c o s t  l i m i t .  A s  a n  e x a m p l e ,  if a n  A d m i n i s t r a t i o n  e m p l o y e e  h a s  a 
w o r k e r s '  c o m p e n s a t i o n  c l a i m  t h a t  i n c u r r e d  $1 20, 00 0 of costs, o n l y  
$ 1 0 0 , 0 0 0  ( A d m i n i s t r a t i o n ' s  l o s s  l i m i t )  i s  a d d e d  t o  t h e  
d e p a r t m e n t ' s  a n d  State's l i m i t e d  l o s s  total.

L o s s  L i m i t s  a r e  e q u a l  to a p p r o x i m a t e l y  10%  of a n  a g e n c y ' s  p r i o r  
y e a r  R i s k  M a n a g e m e n t  b u d g e t .  A s  m e n t i o n e d  e a r l i e r  
A d m i n i s t r a t i o n ' s  l i m i t  is $100,000. By c on tr as t,  the D e p a r t m e n t  
of L a w  has a l i m i t  of $10,000 per claim.

T h e  l o s s  e x p e r i e n c e  f o r  F Y 8 7  is d e v e l o p e d  f r o m  F Y 8 3 - F Y 8 5  
i n c l u s i v e .  T h r e e  y e a r s  e x p e r i e n c e  is  n e c e s s a r y  in o r d e r  t o 
i n c l u d e  a m i x t u r e  o f  s e a s o n e d  c l a i m s  a n d  r e l a t i v e l y  r e c e n t  
c la ims . It a l s o  m i n i m i z e s  the e f f e c t  a c a t a s t r o p h e  l o s s  w i l l  have 
on an a ge nc y ' s  i n s u r a n c e  c o s t s  by s p r e a d i n g  a c l a i m  ov e r a th ree  
y e a r  period.
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Administration's share of the State's three year limited losses 
is about 13.61%. This percentage multiplied by the State's 
experience premium ($3,797,600) determines the department's share 
of the State's FY87 experience premium ($517,150).

The final 20% of the workers' c o m p e n s a t i o n  insurance cost is 
based on the department's share of the S t a t e’s anticipated FY87 
payroll and is termed the exposure premium. For FY87 the exposure 
premium is $949,000. Administration's percentage of the State's 
anticipated FY87 payroll (about 7.115%) is multiplied by the 
exposure premium to determine the department's share ($67,548).

The most critical part of an agency's workers' compensation 
charge is loss experience. If costs are controlled (either 
through a reduction in the number or severity of claims) then 
both the worker and agency will benefit. An effective loss 
control program will pay off in insurance cost reductions as well 
as improved efficiency for the agency.
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STATE O F  A L A S K A  FY87 INSURANCE PROGRAM

Th e  f o l l o w i n g  is a b r i e f  r e c a p  of the p r e s e n t  i n s u r a n c e  p r o g r a m  
for the State. S e l f - i n s u r e d  r e t e n t i o n s  (SIR's) and  the a m o u n t  of 
e x c e s s  i n s u r a n c e  p u r c h a s e d  d e p e n d  to a l a r g e  e x t e n t  on c o s t  a n d  
a v a i l a b i l i t y .  E s t i m a t e d  s a v i n g s  are b a s e d  on the a c t u a l  c o st s of
F Y 8 6  p r o g r a m s .  Of  c o u r s e ,  & S   (d e du c t i o n s ) .  a £ £
iiigr.ea-Sg.d_ the S t a te  s e l f - i n s u r e d  . o b l i g a t i o n s  are, a l s o  increased.

R i s k  M a n a g e m e n t  a l s o  p r o v i d e s  c e r t a i n  p r o t e c t i o n s  w i t h i n  o u r 
s e l f - i n s u r e d  p r o g r a m s  w h i c h  a r e  n o t  p r e s e n t l y  a v a i l a b l e  in t h e  
i n s u r a n c e  m a r k e t p l a c e .  T h e s e  c a n  i n c l u d e  d i s c r i m i n a t i o n ,  
a s b e s t o s i s  or p o l l u t i o n  c l a i m s  w h i c h  c o u l d  i n v o l v e  c o n s i d e r a b l e  
l i t i g a t i o n  e x p e n s e  r e g a r d l e s s  of the c i r c u m s t a n c e s  or m e r i t s  of 
the claim.

T h i s  r e c a p  is i n t e n d e d  o n l y  to p r o v i d e  t h e  r e a d e r  w i t h  a q u i c k  
u n d e r s t a n d i n g  of  t h e  p r e s e n t  p r o g r a m .  T h e r e  are, of c o u r s e ,  a 
n u m b e r  of s u b l i m i t s  a n d  s p e c i a l  p r o v i s i o n s  w h i c h  are not o u t l i n e d  
in this d o c u m e n t .  I n c i d en tl y , the S t a t e  i n s u r a n c e s  for FY87, are 
p l a c e d  in o v e r  65 i n s u r a n c e  c o m p a n i e s  a n d  L l o y d s  s y n d i c a t e s .

P r o p e r t y

T h e  S t a t e  P r o p e r t y  I n s u r a n c e  P r o g r a m  is w r i t t e n  o n  an a l l - r i s k  
f o r m  w h i c h  i n c l u d e s  t h e  p e r i l s  of e a r t h q u a k e  a n d  f l o o d .  The  S I R  
is $ 5 0 0 , 0 0 0  p e r  o c c u r r e n c e  (5% of v a l u e s  f o r  e a r t h q u a k e  a n d  
f l o o d )  w i t h  $ 1 0 0 , 0 0 0 , 0 0 0  of  e x c e s s  i n s u r a n c e .  E a r t h q u a k e  a n d  
f l o o d  a r e  l i m i t e d  t o $ 4 0 , 0 0 0 , 0 0 0  of  i n s u r a n c e  w h i c h  w a s  th e  
m a x i m u m  e a r t h q u a k e  c o v e r  a v a i l a b l e  in the  m a r k e t p l a c e .  T h e  
U n i v e r s i t y  of A l a s k a  a l s o  sha re s t h i s  p o l i c y  w h i c h  b e n e f i t s  both 
e n t i t i e s  f r o m  a c o s t  s t a n d p o i n t .  F o r  F Y 8 7 ,  w e  w e r e  a b l e  to 
i n c l u d e  E x t r a  E x p e n s e  i n s u r a n c e  f o r  S t a t e  c o m p u t e r  s y s t e m s  as 
w e l l  as S t a t e - o w n e d  m u s e u m  a r t i f a c t s  in t h i s  policy. The SIR for 
t h e  s c h e d u l e d  m u s e u m  c o n t e n t s  is $ 1 0 0 , 0 0 0 .  B y  c o m b i n i n g  th e  
p r o p e r t y  p o l i c i e s  w e  w e r e  able to s a v e  a p p r o x i m a t e l y  $175,000 in 
p r e m i u m s .  The  p o l i c y  a l s o  i n c l u d e s  l i m i t e d  c o v e r a g e  on 20 of the 
S t a t e ' s  m a j o r  h i g h w a y  b r i d g e s .  If t h e  l e g i s l a t u r e  p e r m i t s  u s  to 
e s t a b l i s h  a $ 5 , 0 0 0 , 0 0 0  i n s u r a n c e  c a t a s t r o p h e  f u n d  f o r  F Y 8 8 ,  w e  
s h o u l d  be a b l e  to i n c r e a s e  the S t a t e  p r o p e r t y  S I R  to $5,000,000.

C a s u a l t y

T h e  S t a t e  L i a b i l i t y  P r o g r a m  is a l s o  s h a r e d  w i t h  t h e  U n i v e r s i t y  
a n d  is w r i t t e n  w i t h  a $ 1 0 0 , 0 0 0 , 0 0 0  l i m i t  o f  l i a b i l i t y  a n d  a S I R  
of $ 5 , 0 0 0 , 0 0 0 ,  In F Y 8 6  S t a t e  r e t e n t i o n  w a s  $ 1 , 5 0 0 , 0 0 0 .  T h r o u g h  
l o n g - t e r m  c o n t a c t s  in t h e  L o n d o n  m a r k e t ,  w e  h a v e  b e e n  a b l e  to 
re t a i n  p r o f e s s i o n a l  m a l p r a c t i c e ,  e r r o r s  an d  o m m i s s i o n s ,  as w e l l  
as  d i r e c t o r s  a n d  o f f i c e r s  a n d  p o l i c e  l i a b i l i t y  in t h e  S t a t e ' s  
e x c e s s  l i a b i l i t y  f o r m .  P r e s e n t l y ,  9 0%  of t h e  S t a t e ' s  l i a b i l i t y  
c o v e r a g e ,  i.e., $ 9 0 , 0 0 0 , 0 0 0 ,  e x c e s s  of  $ 1 0 , 0 0 0 , 0 0 0 ,  is p l a c e d  
t h r o u g h  our L o n d o n  m a r i n e  u n d e r w r i t e r s .
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For FY88, we plan to r e d u c e  the p e r c e n t a g e  of n o n - m a r i n e  c o v e r a g e  
p l a c e d  w i t h  m a r i n e  u n d e r w r i t e r s  so that w e  do no t j e o p a r d i z e  our 
true m a r i n e  i n s u r a n c e  p l a c e m e n t s .  For FY87 w e  w e r e  un abl e to find  
a n y  d o m e s t i c  ( A m e r i c a n )  c o m p a n i e s  w i l l i n g  t o  p r o v i d e  t h e  
. e c e s s a r y  S t a t e  e x c e s s  l i a b i l i t y  c o v e r a g e s .  T h e r e f o r e ,  w e  h a v e  
had to rely a l m o s t  e n t i r e l y  on L o n d o n  u n d e r w r i t e r s .  The o n l y  f o r m  
a v a i l a b l e  f o r  t h e  S t a t e ' s  e x c e s s  l i a b i l i t y  c o v e r a g e  is " c l a i m s  
m a d e ."

T h e  S t a t e  W o r k e r s '  C o m p e n s a t i o n  P r o g r a m  is a l s o  w r i t t e n  w i t h  a 
$ 5 , 0 0 0 , 0 0 0  SIR. W e  p u r c h a s e  c a t a s t r o p h e  s t a t u t o r y  e x c e s s  ~>£ t h e  
S t a t e  rete nt ion .

By i n c r e a s i n g  the State's l e v e l s  of s e l f - i n s u r a n c e  for L i a b i l i t y  
and  Wor ke rs ' C o m p e n s a t i o n  f r o m  $1,50 0, 000  to $5 ,0 00,000 in FY87, 
p r e m i u m  c o s t s  w e r e  r e d u c e d  by a p p r o x i m a t e l y  $2,000,000.

M a r i n e

T h e  S t a t e  M a r i n e  I n s u r a n c e  P r o g r a m  p r o v i d e s  p r o t e c t i o n  f o r  t h e  
M a r i n e  H i g h w a y  S y s t e m  a s  w e l l  as  a m u l t i t u d e  o f  o t h e r  M a r i n e  
e x p o s u r e s .  F Y 8 7  S I R ' S  a r e  $ 1 0 0 , 0 0 0  f o r  P& I ( l i a b i l i t i e s  a n d  
F e d e r a l  Acts) an d  $50, 000  for h u l l  cl ai ms.  B e c a u s e  of c a t a s t r o p h e  
f e r r y  e x p o s u r e s  w e  c a r r y  l i a b i l i t y  l i m i t s  of $200,000,000. M a r i n e  
h u l l s  are c o v e r e d  for s p e c i f i e d  a m o u n t s .

M o s t  of th e  S t a t e  f e r r y  t e r m i n a l s  a r e  a l s o  c o v e r e d  u n d e r  t h i s  
m a r i n e  f o r m  w i t h  a s p e c i a l  $ 2 5 0 , 0 0 0  SIR. T h e  i n c l u s i o n  o f  t h e  
t e r m i n a l s  in  o u r  M a r i n e  p l a c e m e n t s  h a s  s a v e d  t h e  S t a t e  
c o n s i d e r a b l e  in p r e m i u m s  in  a d d i t i o n  to w h i c h  w e  w e r e  a b l e  to 
i n c l u d e  c o v e r a g e  r e q u i r e d  b y  c o n t r a c t  fo r  t h e  P r i n c e  R u p e r t ,  B C  
t e r m i n a l  w h i c h  had p r e v i o u s l y  b e e n  p l a c e d  s e p e r a t e l y  b e c a u s e  it 
is a f o r e i g n  port.

A v i a t i o n

In v i e w  of  p o o r  w o r l d  w i d e  a v i a t i o n  e x p e r i e n c e  d u r i n g  c a l e n d a r  
y e a r  1 9 8 6 ,  w e  w e r e  f o r t u n a t e  to be  a b l e  to r e t a i n  o u r  a v i a t i o n  
c o v e r s  for FY 87  ev en  at c o n s i d e r a b l e  co s t  inc re ase . The S t a t e  has 
a r e l a t i v e l y  s m a l l  f l e e t  o f  o w n e d  a i r c r a f t  b u t  o p e r a t i o n  a n d  
o w n e r s h i p  of I n t e r n a t i o n a l  t e r m i n a l s  such  as A n c h o r a g e  (sixth in 
t h e  n a t i o n )  a n d  F a i r b a n k s  p l u s  a l m o s t  2 7 5  s m a l l e r  a i r p o r t s  a n d  
a i r s t r i p s  r e p r e s e n t s  t r e m e n d o u s  e x p o s u r e s .  T h e  S t a t e  p r e s e n t l y  
c a r r i e s  $ 2 00 ,0 0 0, 00 0 l i m i t s  w i t h  a $2 5 0, 00 0 d e d u c t i b l e  on a i r p o r t  
l i a b i l i t i e s  a s  w e l l  a s  o w n e d  a n d  l e a s e d  a i r c r a f t .  T h i s  p o l i c y  
i n c l u d e s  an a n n u a l  a g g r e g a t e  d e d u c t i b l e  of $1,000,000.

All a i r c r a f t  h u l l s  are  s e l f - i n s u r e d ,  u n l e s s  s p e c i f i c a l l y  p r o v i d e d  
for.

P r e s e n t l y ,  a v i a t i o n  u n d e r w r i t e r s  e u n w i l l i n g  to  p r o v i d e
w o r t h w h i l e  s a v i n g s  for i n c r e a s e d  r ions bu t  R i s k  M a n a g e m e n t
w i l l  c o n t i n u e  to test m a r k e t s  for sa .gs.

9



The U n i v e r s i t y  is a l s o  i n c l u d e d  in the a v i a t i o n  c o v e r a g e  as w e l l  
as n o n o w n e d  (leased) a i r c r a f t  co ver  for the A l a s k a  Railroad. Th e 
R a i l r o a d  has o n l y  o c c a s i o n a l  ne e d for l e a s e d  a i r c r a f t  cover so it 
w a s  p r o v i d e d  by u n d e r w r i t e r s  at no a d d i t i o n a l  p r e m i u m  cost to the 
State.

B o n d s

W e  p r o v i d e  s t a t u t o r y  b o n d i n g  f o r  c e r t a i n  o f  t h e  S t a t e ' s
e x e c u t i v e s  a n d  a b l a n k e t  e m p l o y e e  f i d e l i t y  bo nd  w i t h  510 ,000,000
l i m i t s  a n d  a 5 2 5 0 , 0 0 0  d e d u c t i b l e .  U.S. C u s t o m s  a n d  o t h e r  
m i s c e l l a n e o u s  b o n d s  are  a l s o  p r o v i d e d  w h e n  necessary..

A g g r e g a t e

T h r o u g h  t h e  S t a t e ' s  M a r i n e  i n s u r a n c e  m a r k e t s  w e  w e r e  a b l e  to 
o b t a i n  a g g r e g a t e  l o s s  i n s u r a n c e  e x c e s s  of 53,500,000 of c o m b i n e d  
P r o p e r t y  a n d  M a r i n e  S I R  l o s s e s  for F Y 8 7 .  T h i s  p r o v i d e s  a s a f e t y  
n e t  of 5 5 , 0 0 0 , 0 0 0  of  i n s u r e d  S I R  l o s s  fo r  M a r i n e  a n d  P r o p e r t y  
s ho u l d  t h e y  e x c e e d  53,5 00, 000  in l o s s e s  d u r i n g  the fiscal year.

B o i l e r s

T h e  S t a t e  h a s  a B o i l e r  a n d  M a c h i n e r y  p o l i c y  w i t h  l i m i t s  of
510.00 0.0 00 a n d  a 510,000 d e d u c t i b l e .

A l a s k a  P o w e r  A u t h o r i t y

F o u r  D a m  P o o l  P r o p e r t y  I n s u r a n c e  is p r o v i d e d  A P A  for S w a n  L a k e ,  
T y e e ,  S o l o m o n  G u l c h  a n d  T e r r o r  L a k e .  T h i s  p o l i c y ,  w h i c h  is an  
a l l - r i s k  f o r m  i n c l u d i n g  e a r t h q u a k e  a n d  f l o o d ,  h a s  a l i m i t  of
5 7 5 . 0 0 0 . 0 0 0  w i t h  a 5 1 , 0 0 0 , 0 0 0  (5% f o r  e a r t h q u a k e  a n d  f l o o d )  
d e d u c t i b l e .  E n g i n e e r s  e s t i m a t e  m a x i m u m  p r o b a b l e  l o s s  (any o n e  
o c c u r r e n c e )  o n  t h e s e  d a m s  of  a p p r o x i m a t e l y  5 6 0 , 0 0 0 , 0 0 0 .  W e  
c o n t i n u e  to r e s e a r c h  p o s s i b l e  s e l f - i n s u r a n c e  a l t e r n a t i v e s  f o r  
t h e s e  p r o j e c t s  b e c a u s e  of t h e  u n p r e d i c t a b i l i t y  of e a r t h q u a k e  
m a r k e t s  a n d  c o s t s .  E a r t h q u a k e  i n s u r a n c e  c a p a c i t y  is l i m i t e d  
t h r o u g h o u t  th e P a c i f i c  Rim.

B o i l e r  a n d  M a c h i n e r y  c o v e r a g e  o n  t h e  F o u r  D a m  P o o l  a n d  
A n c h o r a g e / F a i r b a n k s  I n t e r t i e  s u b s t a t i o n s  is m a i n t a i n e d  w i t h
5 15 .00 0. 000  l i m i t s  of l i a b i l i t y  and a 525,000 SIR.

W e  a l s o  p r o v i d e  s m a l l  p o l i c i e s  for E k l u t n a  m a r s h a l l i n g  y a r d  a n d  
t h e  g e o t h e r m a l  w e l l s .  T h e  b a l a n c e  of A l a s k a  P o w e r  A u t h o r i t y  
i n s u r a n c e  r e q u i r e m e n t s  a r e  i n c l u d e d  in o u r  r e g u l a r  S t a t e  
p ro gr ams .
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STATE OF ALASKA

FV87 PROPERTY/CASL'ALTY PROGRAM 
(Includes retention levels (deductibles) and limits)

This list Is not detailed and does not include a feu small 
policies for special exposures -- there arc policy extensions and 

limitations not included In this statement -- additional 
Information concerning specific areas of coverage are available 

from Risk Management by request.

The State's policies extend to cover all State Agencies and 
Entitles except those specifically excluded such as the Alaska 

Railroad uho administer their oun insurance program.

The coverages are, of course, subject to change. There are 
approximately seventy Insurance companies and various Lloyd's 

syndicates presently represented In the State program.

C o v erag e Self Insured 
Ret ent ion

Llabi1 11 y I  Propert y 
Limits

PROPERTY (all risk) 
Oata Processing 

Equipment 
Museum Fine Arts

(EARTHQUAKE 8. FLOOO)

* 5 0 0 ,0 0 0  
( 1 n c I u d e d )

*100,000

-  minimum 
* 7 5 0 .0 0 0

* 100,000.000

Spec i fIed Va Iue 

*40.000.000

BOILER 8. MACHINERY 

CASUALTY (Liability)

FOREIGN LIABILITY 

UORKERS' COMPENSATION 

MARINE LIABILITY 

MARINE HULL

FERRY DOCKS

AVIATION LIABILITY 
airports 
aircraft 
National Guard

*10 . 000

* 5 .0 0 0 ,0 0 0

* 5 .0 0 0 .0 0 0

* 100.000

* 5 0 .0 0 0

* 2 5 0 ,0 0 0

* 2 5 0 .0 0 0
* 2 5 0 .0 0 0
*100.000

* 10 . 000 .000

* 100.000.000 
(claims made form, 
excludes discrim., 
poI Iution, asbestosis. 
punitive, etc.)

* 1 , 000,000

Statutory

*200,000,000

Stated values 
approx *250,000.000
1 imi t

Stated values 
*5.000.000 Limit

*200.000,000
*200.000.000
*200,000.000

MULTI-LINE AGGREGATE 
(Property 8. Marine) 
( Aviation)

* 3 ,5 0 0 .0 0 0  SIR 
*1,000,000

* 5 .0 0 0 .0 0 0

EMPLOYEE FIDELITY BONO 
(Ue also maintain other 
statutory and Public 
Official Bonds)

FOUR OAM POOL 
PROPERTY

APA BOILER 
8. MACHINERY

* 2 5 0 ,0 0 0

* 1 , 0 0 0 ,0 0 0  
except quake 8. 
flood
5% - values at 
loeat ions

* 2 5 .0 0 0

*10.000.000

*75.000,000

* 1 5 .0 0 0 .0 0 0
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B U D G E T  C O M P O N E N T S  A N D  EXPENDITURES.

T h e  " B U D G E T  C O M P O N E N T S "  c h a r t s  p r o v i d e  an a n a l y s i s  of R i s k  
M a n a g e m e n t  e x p e n d i t u r e s  over the past sev era l years.

P l e a s e  no te  tha t o p e r a t i n g  c o s t s  and c o n t r a c t u a l  s e r v i c e s  r e m a i n  
q u i t e  s t a b l e  w h i l e  p r e m i u m s  a n d  l o s s  p a y m e n t s  a r e  m u c h  m o r e  
v o l a t i l e .  >
A t the b e g i n n i n g  of FY83  R i s k  M a n a g e m e n t  had a c c u m u l a t e d  a loss 
r e s e r v e  f u n d  o f a l m o s t  $2 0 m i l l i o n .  T h e  l e g i s l a t u r e  d e t e r m i n e d  
t h a t  a l o s s  r e s e r v e  f u n d  in s u c h  a l a r g e  a m o u n t  w a s  n o t  n e c e s s a r y  
s o  R i s k  M a n a g e m e n t ' s  f i s c a l  y e a r  b u d g e t s  fo r F Y 8 3  a n d  F Y 8 4  w e r e  
d r a s t i c a l l y  r e d u c e d  t o  f o r c e  u t i l i z a t i o n  of th e l o s s  r e s e r v e  
fund. T h i s  r e s u l t e d  in s u b s i d i z i n g  risk m a n a g e m e n t  c o s t s  d ur i n g  
th ese  y e a r s  a nd  is s h o w n  in the c h a r t s  as "shortfall".

T h e  r e s u l t s  f o r  t h o s e  t w o  y e a r s  w e r e  1) a g e n c y  a l l o c a t i o n s  for 
i n s u r a n c e  r e p r e s e n t e d  o n l y  a b o u t  5 0 %  o f t r u e  c o s t s .  2) R i s k  
M a n a g e m e n t  r e m a i n e d  u n d e r f u n d e d  f o r  F Y 8 5  a n d  F Y 8 6  f o r c i n g  
c o m p l e t e  e x h a u s t i o n  of the f o r m e r  r es er ve  funds. The r e s u l t  w a s  a 
s i z e a b l e  i n c r e a s e  in t h e  F Y 8 7  b u d g e t  fo r  a l l  a g e n c i e s  to m e e t  
"cash f l o w "  lo s s  p a y m e n t s  d u r i n g  the year.

T h e  i n s u r a n c e  c r i s i s  of  t he  p a s t  c o u p l e  of y e a r s  a d d e d  to the 
c o s t s — b ut  one of the the m a j o r  r e a s o n s  for the i n c r e a s e s  w a s  the 
s t e p  f r o m  a s u b s i d i z e d  b u d g e t  to a real b u d g e t  b a s e d  on e s t i m a t e d  
e x p e n s e s  for the year.

T h e  r e t u r n  to n o r m a l c y  w h i l e  c e r t a i n l y  t r a u m a t i c  to all a g e n c i e s  
w a s  e n t i r e l y  n e c e s s a r y  to m e e t  o n g o i n g  obl iga ti ons .

T h e  u n f o r t u n a t e  c i r c u m s t a n c e  of  th e  i n s u r a n c e  c r i s i s  a n d  the 
b u d g e t  c r u n c h  o c c u r r i n g  d u r i n g  the s a m e  y e a r s  s i m p l y  a c c e n t u a t e d  
th e p r o b l e m .
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Th» p i t  c h a r t s  shoun  f o r  e a ch  f i s c a l  y e a r  p r o v i d e  t he  p e r c e n t a g e  
o f  f u n d s  expended  f o r  each  ma jo r  c a t e g o r y  o f  e x p en s e .  The ba r  
c h a r t  f o r  t h e  same y ea r  i d e n t i f i e s  a c t u a l  amounts  s p en t  u l t h i n  
t he  a p p r o p r i a t i o n  f o r  t h a t  y e a r .

You u t i l  n o t e  t h a t  t h e  a d m i n i s t r a t i v e  (OPS) and c o n t r a c t u a l  c o s t s  
r ema i n  s t a b l e .  The premium and l o s s  c o s t s  a r e  much more v o l a t i l e .

CONTRACTUAL

- F  IN S U R E D  
P A V M E N fS f f p e m i u h s ^

T m r n 'i'i
P R E M I U M S  
7.408

C O N T R A C T U A L

I - 379; r m .

FY87

COST OF RISK 
(projected)

22.322

AUTHORIZED BUDGET 
22.322

.527



The P i e  chart? shoun for each fiscal year provide the percentage 
of funds expended for each major category of expense. The bor 
chart for the same rear identifies actual amounts spent uithin 
the appropriation for that year.

The shortfall identified in the pie illustrates the extent of 
under funding for that rear in comparison to total appropriation.
Candidly, Risk Management under estimated needs for FY85 --- but
then suffered a legislative reduction again in FY86

You uill note that the administrative (OPS) and contractual costs 
remain stable. The premium and loss costs are much more volatile.



The Pie  charts shoun for each fiscal year provide the percentage 
of funds expended for each major category of expense. The bar 
chart for the same year identifies actual amounts spent uithin 
the appropriation for that year.

The shortfall identified in the pie illustra'es the extent of 
under funding for that year in comparison to total appropriation. 
The shortfall obligation uas met by utilization of a "then" 
available loss reserve fund.

You ui11 note that the administrative (OPS) and contractual costs 
remain stable. The premium and loss costs are much more volatile.
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COST OF RISK

FISC A L  VEAH

Charts I and II shou actual cost of risk vs. requested and 
authorized budgets —  and graphically illustrates the shortfall 
each year due to underfunding. All available reserve funds are 
nou exhausted and therefore the "cost of risk" must be funded by 
current year appropriations in order to keep claims payments 
current. Both liability auards and w o rk er s’ compensation payments 
carry significant penalties if not paid timely or within state 
statutes.
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S t a t e  o f  A la s k a  
C o m b in e d  L . in e s

20000

1 9 7 7  1 9 7 8  1 9 7 9  1 9 8 0  1 9 8 1  1 0 8 2 1 9 8 3 1 9 8 4 - 1 9 8 3  1 9 8 6  

F i s c a l  Y e a r

LEGEND
'y.-X/

P a i d

■ w iv  U l t i m a t e

C oo pe r s  & L y b r a n d  R e p o r t  -  E x h i b i t  1 -6  
<abov«)

The Comb i ned  L i n e s  c h a r t  i l l u s t r a t e s  t h e  d e l a y e d  e f f e c t  o f  
u o r k e r s '  c o m p en sa t i o n  and l i a b i l i t y  l o s s e s  on ou r  c a s h  f l o u  
budget  e s t i m a t e s .  No t e  t h e  g r a p h  I n d i c a t e s  v e r y  l i t t l e  p a i d  out
I n  FY66  l o s s e s  I n  r e l a t i o n  t o  u l t i m a t e  l o s s e s  ----  bu t  t h e r e  a r e
a l s o  o u t s t a n d i n g  c l a i m s  t h a t  have  o c c u r r e d  In p r i o r  y e a r s  t h a t  
must  be bu dg e t ed  and p a i d  d u r i n g  c u r r e n t  y e a r s .  H o s t  o f  t h e s e  
a r e  u o r k e r s *  c o m p e n s a t i o n  b e n e f i t s  i n v o l v i n g  t o t a l l y  d i s a b l e d  
u o r k e r s ,  u l d o u s .  o r  o t h e r  d e p e n d e n t s  and a r e  p a i d  ou t  o v e r  a 
p e r i o d  o f  many y e a r s .

T h i s  d e l a y  i n  f i n a l  c l a i m s  s e t t l e m e n t  o r ,  In t he  c a s e  o f  
s t a t u t o r y  u o r k e r s '  c o m p e n s a t i o n  p a y ou t  o v e r  a l o ng  p e r i o d  o f  t ime
  or  d e l a y  I n  l o s s  d i s c o v e r y  I s  r e f e r r e d  t o  In t h e  I n s u r a n c e
b u s i n e s s  as  t h e  " c l a i m s  t a i l " .  Ho s t  I n s u r a n c e  c om pa n i e s  use  
s t a t u t o r y  r e s e r v i n g  method s  t o  p r o t e c t  t h e i r  u l t i m a t e  e s t i m a t e d  
l i a b i l i t i e s  and I n c l u d e  them I n  t h e i r  f i n a n c i a l  s t a t e m e n t s .

S i n c e  t h e  c h a r t  g r a p h i c a l l y  I l l u s t r a t e s  u l t i m a t e  p a y ou t  unde r  ou r  
s e l f  i n s u r e d  r e t e n t i o n s  I t  a l s o  i l l u s t r a t e s  the  need f o r  l o ng  
t e rm  p l a n n i n g  t o  fund  t h e s e  c o n t i n u i n g  l i a b i l i t i e s  and a s  our  
s e l f  I n s u r e d  r e t e n t i o n s  a r e  I n c r e a s e d  t he  need f o r  s u c h  f u n d i n g  
b ecomes  even  more c r i t i c a l .



STATE OF ALASKA CLAIMS ACTIVITY BY FISCAL YEAR

ESTIMATED ULTIMATE LOSS, ALLOCATED LOSS EXPENSE 8, RESERVES

S I . 5 M i l l i o n  S e l f - I n s u r e d  R e t e n t i o n  f o r  1986  
$ 5 . 0  M i l l i o n  S e l f - I n s u r e d  R e t e n t  i o r ,  f o r  1987

ESTIMATED ULTIMATE LOSS AND EXPENSE
PAYMENTS

UORKERS COMPENSATION TO ESTIMATEI
REPORTED GENERAL LIABILITY TOTAL DATE RESERVE

FY CLAIMS AND AUTO LIABILITY OTHER LINES ( 1 * 2 ) 9 / 2 5 / 8 5 ( 3 )  — ( 4 )
«» »#*#** ******** » » * » * » « « » * * •*<*«* <*»»**«<*»

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 )

77 1 . 1 9 9 $ 3 , 0 5 6 $ 9 9 3 $ 4 , 0 4 9 $ 3 , 7 4 1 $ 437
78 1 . 3 5 7 2 , 9 2 4 1 , 0 8 0 4 . 0 0 4 3 , 8 5 5 247
79 1 . 6 2 3 4 , 9 1 0 1 , 5 1 4 6 . 4 2 4 7 , 1 5 5 851
80 1 . 8 6 2 4 , 2 0 2 2 . 2 1 8 6 , 4 2 0 4 , 6 4 6 1 , 5 9 9
81 1 . 9 8 2 5 . 7 4 0 2 . 3 0 7 8 , 0 4 7 6 , 2 7 9 1 , 7 1 9
82 2 . 3 1 1 6 . 2 5 9 2 , 3 1 0 8 , 5 6 9 6 , 4 1 7 2 , 9 7 9
83 2 , 5 2 7 7 . 5 9 4 2 , 2 9 9 9 , 8 9 3 4 , 7 3 2 5 , 2 3 7
84 2 . 2 9 2 9 , 2 9 4 2 , 5 0 9 1 1 , 8 0 3 4 , 7 3 5 8 , 3 9 2
85 2 . 5 0 1 1 0 , 6 7 7 2 , 8 9 8 1 3 , 5 7 5 2 , 6 5 7 1 3 , 0 9 2
86 2 . 3 9 5 1 5 , 5 2 6 2 . 5 3 4 1 8 , 0 6 0

NOTES:
1 .  A c t u a r i a l  E x h i b i t  - C o o p e r  & Ly br a nd  -  1 2 / 1 1 / 8 6

2 .  Amount s  a r e  in t h o u s a n d s  o f  d o l l a r s

3 .  " Ot he r  L i n e s "  i n c l u d e  o n l y  S t a t e  P r o p e r t y *  H a r i n e  H u l 1 - F e r r y  
Ma r i n e  P r o p e r t y - O t h e r *  Ma r i ne  P & I - F e r r y  E m p l o y e e s  and  
T h i r d  P a r t y  L i a b i l i t y *  A i r p o r t  L i a b i l i t y *  A i r  W o r k e r s ’ 
Co m p e n s a t i o n *  Ge n e r a l  L i a b i l i t y - S t a t e  Admi n. *  H a r i n e  P S I 
- O t h e r *  A i r c r a f t  L i a b i l i t y *  Aut o  P h y s i c a l  D a n a g e ,  Museum 
F l o a t e r *  A i r c r a f t  H u l l ,  and Dock Damage .

4 .  N o t e  t h i s  i s  b a s e d  on $ 3 0 0 , 0 0 0  s e l f  i n s u r e d  r e t e n t i o n .
S I R ' s  f o r  U o r k e r s ’ s  C o m p e n s a t i o n  and T h i r d  P a r t y  L i a b i l i t y  
w e r e  i n c r e a s e d  t o  $ 1 * 5 0 0 , 0 0 0  p e r  o c c u r r e n c e  in FY86 and  
t o  $ 5 , 0 0 0 , 0 0 0  i n  FY87.

T h i s  i s  an a d d i t i o n a l  c h a r t  o f  S t a t e  c l a i m s  a c t i v i t y  and a g a i n  
i l l u s t r a t e s  a g r a d u a l  i n c r e a s e  i n  f r e q u e n c y  and s e v e r i t y .



E x c e r p t  f r o m  the A l a s k a  F i n a n c i a l  R e p o rt year en ded  
J u n e  30, 1 9 8 6  p a g e s  36-37:

E. I n s u r a b l e ^ L o s s  P a y m e n t  O b l i g a t i o n :

" T h e  c o s t  of p r e m i u m  a n ^  l o s s  p a y m e n t s  a r i s i r g  f r o m  
Wo r ke rs ' C o m p e n s a t i o n  and  T h i r d  Party L i a b i l i t y  C l a i m s  is 
c h a r g e d  a g a i n s t  a g e n c y  a p p r o p r i a t i o n s  w h e n  p a y m e n t s  ar e  
m a d e  ra th er  tha n w h e n  the l i a b i l i t y  is de t e r m i n e d .  To tal  
p a y m e n t s  m a d e  f o r  i n s u r a n c e  p r e m i u m s  a n d  s e l f  i n s u r e o  
c l a i m s  f o r  F Y 8 6  a m o u n t e d  to  $ 1 7 , 1 0 0 , 0 0 0 .  T h i s  a m o u n t  
c o m p a r e s  as fo ll ow s :

T h e  a c t u a r i a l  e s t i m a t e  o f  t o t a l  o u t s t a n d i n g  l o s s  
l i a b i l i t y  a r i s i n g  f r o m  self i ns ur ed  c l a i m s  m a d e  in prior 
y t a r s  t h r o u g h  J u n e  30, 1 S 8 6  is $ 5 4 , 7 0 0 , 0 0 0 .  T h i d  a m o u n t  
c o m p a r e s  w i t h  the a c t u a r i a l  e s t i m a t e  for FY85 and FY87 as 
fo l l ow s:

T h e  p o r t i o n  o f  t h e  o u t s t a n d i n g  l i a b i l i t y  t h a t  is 
e s t i m a t e d  to be r e q u i r e d  to m e e t  p a y m e n t  o b l i g a t i o n s  e a c h  
y e a r  i s  f u n d e d  t h r o u g h  a p p r o p r i a t i o n s  m a d e  t o  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 ,  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 .  "

T h e  a b o v e  n o t e  r e c o g n i z e s  t h e  S t a t e ' s  u n f u n d e d  s e l f  i n s u r e d  
l i a b i l i t i e s  a c t u a r i a l l y  e s t i m a t e d  at $64,310,000.

T h i s  f i g u r e  r e p r e s e n t s  the State's self i ns ure d l o s s e s  that h a v e  
a l r e a d y  o c c u r r e d  and  are  e i t h e r  b e i n g  pai d over a p e r i o d  of t i m e  
such  as s t a t u t o r i a l  b e n e f i t s  for Wor k er s'  C o m p e n s a t i o n  or are in 
v a r y i n g  s t a g e s  of lit ig at io n.

M o s t  of t h e s e  o u t s t a n d i n g  c l a i m s  h a v e  o c c u r r e d  d u r i n g  the  p a s t  
t e n  y e a r s  (a f e w  a r e  m u c h  o l d e r )  a n d  in t e r m s  o f  d o l l a r s  
r e p r e s e n t  a b o u t  50% W o r k e r s '  C o m p e n s a t i o n  p a y m e n t s  a n d  50% 
e s t i m a t e d  l i a b i l i t y  costs.

FY85
FY86
FY87

$ 1 4 , 2 0 0 , 0 0 0
$1 7 , 1 0 0 , 0 0 0
$ 2 0 , 9 0 0 , 0 0 0  (Projected)

FY85
FY86
FY87

$ 3 8 , 5 0 0 , 0 0 0
$ 5 4 , 7 0 0 , 0 0 0
$ 6 4 , 3 1 0 , 0 0 0

CO M M E N T :



G o a l s  and  S e r v i c e s  P e r f o r m e d  FY 8 6 and Prior

R e v i s e d  A p p e n d i x  B i n s u r a n c e  r e q u i r e m e n t s  fo r 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 s  to m i n i m u m  l e v e l s  to e a s e  q u a l i f i c a t i o n s  
p r i m a r i l y  for A l a s k a  b a se d c o n t r a c t o r s .

C h a n g e d  R i s k  M a n a g e m e n t  o p e r a t i o n a l  s t y l e  to e s t a b l i s h  b e t t e r  
c o m m u n i c a t i o n s  w i t h  a l l  a g e n c i e s .  W e  a r e  h e r e  to sexye. th e  
a g e n c i e s  in a n s w e r  to their i n s u r a n c e  needs —  this a p p r o a c h  has 
b e e n  v e r y  e f f e c t i v e  a n d  o u r  r a p p o r t  w i t h  m o s t  a g e n c i e s  is 
e x c e ll en t.

C o n v e r t e d  the p r i m a r y  S ta te  i n s u r a n c e  p r o g r a m  to on e of p r i m a r y  
an d i n c r e a s i n g  " s e l f - i n s u r a n c e "  in or der to s t a b i l i z e  and c o n t r o l  
e s c a l a t i n g  i n s u r a n c e  costs.

C l a i m s  s e r vi c es  to e m p l o y e e s  and  c l a i m a n t s  c o n t i n u e  p a r a m o u n t  and 
on a tim el y  basis.

C l a i m s  r e p o r t i n g  p r o c e d u r e s  h a v e  been r ev i s e d  a n d  d i s t r i b u t e d  to 
ag e nc ie s.

A s s i s t e d  St. P a u l  I s l a n d  to r e t a i n  f e d e r a l  f u n d s  f o r  a d o c k i n g  
f a c i l i t y  by t i m e l y  g u a r a n t e e  o f a l o a n  fo r  r e p a i r  of t h e i r  n e w  
b r e a k w a t e r .  T h e  l o a n  h a s  n o w  b e e n  c o m p l e t e l y  r e p a i d  t h r o u g h  
i n s u r a n c e  f un ds an d  a d j u d i c a t i o n  is in p r o g r e s s  w i t h  c o n s t r u c t i o n  
c o n t r a c t o r s  fo r  r e i m b u r s e m e n t  of  o u r s e l f - i n s u r e d  r e t e n t i o n  
($600,000).

P a r t i a l  c o m p l e t i o n  of T y e e  w r a p - u p  c o n t r a c t  a n d  r e t u r n  of 
a p p r o x i m a t e l y  $ 6 0 0 ,0 00  to A l a s k a  Power A u t h o r i t y .

B r a d l e y  La ke  H y d r o  P r o j e c t  i n s u r a n c e  r e q u i r e m e n t s  c o m p l e t e d  an d 
a g r e e m e n t  r e a c h e d  w i t h  c o n t r a c t o r s .

R e d  D o g  P r o j e c t  i n s u r a n c e  a g r e e m e n t  w i t h  c o n t r a c t o r s  fo r  b o t h  
c o n s t r u c t i o n  and o p e r a t i o n a l  phase.

S p r i n g  C r e e k  C o r r e c t i o n a l  F a c i l i t y  P r o j e c t  I n s u r a n c e  P r o g r a m  
e s t a b l i s h e d  w i t h  c o n t r a c t o r s .

E q u i t a b l e  d i s t r i b u t i o n  to a g e n c i e s  of S t a t e  p r o p e r t y / c a s u a l t y  
i n s u r a n c e  c o st s b a s e d  on a g e n c y  e x p o s u r e s  an d  lo ss  e x p e r i e n c e .

P r o v i d e  i m p r o v e d  a c c i d e n t  e x p e r i e n c e  e x h i b i t s  to a g e n c i e s  a l o n g  
w i t h  sa fe t y  c o n s u l t i n g  servic es.

A s s i s t e d  in r e v i s i o n  of A n c h o r a g e  I n t e r n a t i o n a l  A i r p o r t  u s e  
a g r e e m e n t s  w i t h  a i r l i n e s  and  o t he r tenants.

A s s i s t e d  the D e p a r t m e n t  of 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  
in r ev is i o n  of their c o n t r a c t u a l  i n s u r a n c e  r e q u i r e m e n t s .

I n c r e a s e d  R i s k  M a n a g e m e n t  v i s i b i l i t y  as an i n s u r a n c e  c o n s u l t i n g  
r e s o u r c e  to all ag enc ies .



A s s i s t e d  A P A  i n r e v i s i o n  o f  o p e r a t o r  c o n t r a c t  i n s u r a n c e  
r e q u i r e m e n t s  to re d u c e  the e f f e c t  of i n c r e a s e d  i n s u r a n c e  c o s t s  in 
e l e c t r i c a l  rates.

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



T H 2  C U R R E N T  I N S U R A N C E  C R I S I S  A N D  IT S E F F E C T S ____________

B e g i n n i n g  l a t e  in 1904 the p r o p e r t y / c a s u a l t y  i n s u r a n c e  i n d u s t r y
b e g a n  to fa c e  huge u n d e r w r i t i n g  l o s s e s  w h i c h  c o u l d  no l on g e r  be
o f f s e t  by i n v e s t m e n t  i n c o m e .  T h i s  a l s o  d e v e l o p e d  i n t o  a v e r y  
s e r i o u s  f i n a n c i a l  c r i s i s  for m a n y  i n s u r a n c e  c o m p a n i e s .

The r e s u l t  has  been a n a t i o n w i d e  (and w o r l d w i d e )  c u r t a i l m e n t  in 
i n s u r a n c e  m a r k e t s ,  c a p a c i t i e s  a n d  c o v e r a g e s  p l u s  s h a r p l y  
i n c r e a s e d  p r e m i u m  c o s t s  all of w h i c h  h a v e  c o n t i n u e d  in t o FY87.

M u n i c i p a l i t i e s  and st at e g o v e r n m e n t s  h a v e  be e n s e r i o u s l y  a f f e c t e d  
in t h i s  "crunch" b e c a u s e  th e y r e p r e s e n t  " d ee p p o c k e t "  t a r g e t s  a n d  
b e c a u s e  o v e r a l l ,  p u b l i c  e n t i t y  i n s u r a n c e  e x p e r i e n c e  h a s  b e e n  
d e t e r i o r a t i n g  for m a n y  years.

P r e m i u m s  b e i n g  c h a r g e d  t h e  S t a t e  of A l a s k a  f o r  F Y 8 7  p r o b a b l y  
r e l a t e  v e r y  w e l l  t o  S t a t e  e x p o s u r e s  b u t  h a v e  v e r y  l i t t l e
r e l a t i o n s h i p  to a ct u a l  loss  e x p e r i e n c e  e s p e c i a l l y  c o n s i d e r i n g
p r e s e n t  l e v e l s  of S t a t e  s e l f  i n s u r a n c e .  A l s o  t h e  n u m b e r  of 
c o m p a n i e s  o f f e r i n g  p u b l i c  e n t i t i e s  i n s u r a n c e  r e m a i n s  s e v e r l y  
r e d u c e d  w i t h  v e r y  l i t t l e  c o m p e t i t i o n  to  f o r c e  p r i c e s  d o w n .  
P r e m i u m s  r e m a i n  at  r e l a t i v e l y  h i g h  l e v e l s  w i t h  c o v e r a g e s  a n d  
l i m i t s  of l i a b i l i t y  restr ict ed .

G e n e r a l l y ,  l i a b i l i t y  p o l i c y  f o r m s  p r e s e n t l y  a v a i l a b l e  t o  
m u n i c i p a l i t i e s  are on a " c l a i m s  m a d e "  b a s i s  a n d  e x c l u d e  m e d i c a l  
m a l p r a c t i c e ,  e r r o r s  a n d  o m i s s i o n s ,  D i r e c t o r s  a n d  O f f i c e r s  
l i a b i l i t y ,  p o l i c e  l i a b i l i t y ,  p o l l u t i o n ,  d i s c r i m i n a t i o n ,  
a s b e s t o s i s ,  etc. A f e w  of t h e s e  e x c l u d e d  c a t a s t r o p h e  e x p o s u r e s  
c a n  t h e n  be  p u r c h a s e d  a t  a d d i t i o n a l  c o s t .  T h e  S t a t e  h a s  b e e n  
a b l e  to a l l e v i a t e  at l ea st pa rt  of this c o v e r a g e  p r o b l e m .
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R i s k  M a n a g e m e n t ' s  a n s w e r  to i n s u r a n c e  i n d u s t r y  p r o b l e m s  is to 
s e e k  a l t e r n a t i v e  m e t h o d s  of p r o g r a m m i n g  a n d  m a r k e t i n g  of t h e  
S t a t e ' s  i n s u r a n c e  n e e d s  in o r d e r  to s t a b i l i z e  f i s c a l  i m p a c t  a n d  
r e t a i n  c e r t a i n  n e e d e d  an d n e c e s s a r y  c a t a s t r o p h e  coverages.

F o r  F Y 8 7  o u r  l i a b i l i t y  r e i n s u r e r s  a g r e e d  to a c c e p t  th e  S t a t e  of 
A l a s k a  s e l f  i n s u r a n c e  p r o g r a m  as t h e  p r i m a r y  i n s u r a n c e  fo r  th e 
f i r s t  f i v e  m i l l i o n  of  l o s s  pe r  o c c u r r e n c e .  T h i s  a g r e e m e n t  
p e r m i t t e d  us to n e g o t i a t e  r e t e n t i o n  of c a t a s t r o p h e  l i a b i l i t y  
e x p o s u r e s  s u c h  a s  m e d i c a l  m a l p r a c t i c e ,  e r r o r s  a n d  o m i s s i o n s ,  
D i r e c t o r s  a n d  O f f i c e r s ,  p o l i c e  l i a b i l i t y ,  etc. w i t h i n  t h e  
p r o g r a m .  P r e s e n t l y  the on ly  m a j o r  e x c e s s  i n s u r a n c e  e x c l u s i o n s  are 
d i s c r i m i n a t i o n ,  p o l l u t i o n  and a s b e s t o s i s  and w e  p r o v i d e  l i m i t e d  
c o v e r a g e  for th ese to the e x t e n t  of our self i n s u r a n c e  levels.

To  a m u c h  les se r ex te n t  w e  a l s o  i n c r e a s e d  the l e v e l s  of r e t e n t i o n  
for pr operty, mar in e,  and aviation.

A l l  of  t h e  n e g o t i a t i o n s  for  F Y 8 7  w e r e  to r e t a i n  o u r  i n s u r a n c e  
c o v e r a g e s  a t  a r e a s o n a b l e  l e v e l  of p r o t e c t i o n ,  r e t a i n  b r o a d  
p o l i c y  c o n d i t i o n s  a n d  a t  t h e  s a m e  t i m e  c o n t r o l  c o s t s  to t h e 
e x t e n t  possible.

T h r o u g h  this a p p r o a c h  the S t a t e  n o w  has m u c h  i m p r o v e d  c o n t r o l  of 
p o l i c y  c o n d i t i o n s  and  c o v e r a g e s  ra t he r than b e i n g  at the m e r c y  of 
t r a d i t i o n a l  o r i m a r y  i n s u r a n c e  marke ts.

H a v i n g  t a k e n  t h e s e  s t e p s  w e  s h o u l d  n o w  w o r k  t o w a r d  t h e  
e s t a b l i s h m e n t  of a r e a s o n a b l e  C a t a s t r o p h e  I n s u r a n c e  Fu n d to m e e t  
u n f o r s e e n  s e l f  i n s u r e d  o b l i g a t i o n s  s h o u l d  a c a t a s t r o p h e  l o s s  
occur. C r e a t i o n  of such  a fund  w i l l  p e r m i t  the S t a t e  to c o n t i n u e
to i n c r e a s e  self i n s u r e d  l e v e l s  it w i l l  a l s o  e n t i c e  a d d i t i o n a l
e x c e s s  i n s u r a n c e  m a r k e t s  to o u r  p r o g r a m  a n d  u l t i m a t e l y  r e d u c e  
cos t s.

The  en d r e s u l t  s h o u l d  be a f l e x i b l e  i n s u r a n c e  p r o g r a m  that  w i l l  
a l l o w  t h e  S t a t e  to t a k e  a d v a n t a g e  of c o s t  e f f e c t i v e  i n s u r a n c e  
w h e n  a v a i l a b l e  or a l t e r n a t i v e l y  to i n c r e a s e  r e t e n t i o n s  w h e n  c o s t s  
b e c o m e  u n r e a s o n a b l e  an d  not r e f l e c t i v e  of S t a t e  ex pe ri en ce .

P a g e  24  r e p r e s e n t s  
i n s u r r n c e  p r o g r a m .

a c o n c e p t u a l  i l l u s t r a t i o n  o f  t h e  F Y 8 8
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I n t r o d u c e d :  3 / 2 / 8 7
R e f e r r e d :  S t a t e  A f f a i r s  a n d
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IN T H E  S E N A T E

B Y  T H E  R U L E S  C O M M I T T E E  B Y  
R E Q U E S T  O F  T H E  G O V E R N O R

E N A T E  B I L L  NO. 152

IN T H E  L E G I S L A T U R E  O F  THE-6T A T E  O F  A L A S K A

F I F T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to t h e  s t a t e ' s  r i s k  m a n a g e m e n t ;  a n d

c r e a t i n g  a s t a t e  i n s u r a n c e  c a t a s t r o p h e  r e s e r v e  a c ­

c o u n t ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. A S  3 7 . 0 5  is a m e n d e d  b y  a d d i n g  n e w  s e c t i o n s  to re a d :

A R T I C L E  3 B . R I S K  M A N A G E M E N T .

Sec. 3 7 . 0 5 . 2 8 7 .  I N S U R A N C E  F O R  S T A T E  A S S E T S .  (a) 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  s h a l l  o b t a i n  o r  p r o v i d e ,  i n  a n  a m o u n t  a n d  i n  t h e  

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

p r o p e r t y ,  a n d  o t h e r  i n s u r a n c e  f o r  p r o t e c t i o n  o f  s t a t e  a s s e t s  a n d  f o r  

the o p e r a t i o n  of s t a t e  g o v e r n m e n t .  T h e  d e p a r t m e n t  m a y  p r o v i d e  f o r  

i n s u r a n c e  c o v e r a g e ,  in w h o l e  o r  i n  p a r t ,  t h r o u g h  a s e l f - i n s u r a n c e  

p r o g r a m .

(b) T h e  d e p a r t m e n t  s h a l l  a n n u a l l y  r e v i e w  t h e  s t a t e  i n s u r a n c e  

p r o g r a m  to a s s u r e  tha t ,  to t h e  e x t e n t  r e a s o n a b l e ,  a d e q u a t e  i n s u r a n c e  

c o v e r a g e  o r  r e s e r v e s  a r e  m a i n t a i n e d  to s a t i s f y  a l l  r e a s o n a b l y  f o r e s e e ­

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

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

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

i n s u r a n c e  p r o g r a m .  N o  l a t e r  t h a n  F e b r u a r y  1 o f  e a c h  c a l e n d a r  y e a r ,  

t h e  d e p a r t m e n t  s h a l l  s u b m i t  to t h e  p r e s i d i n g  o f f i c e r s  o f  e a c h  h o u s e  o f  

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

d e n t  a c t u a r i a l  a s s e s s m e n t ,  a n d  a c e r t i f i e d  a u d i t  o f  t h e  s t a t e  i n s u r ­

a n c e  c a t a s t r o p h e  r e s e r v e  a c c o u n t .
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1 Sec. 3 7 . 0 5 . 2 8 9 .  S T A T E  I N S U R A N C E  C A T A S T R O P H E  R E S E R V E  A C C O U N T .

2 (a) T h e r e  is e s t a b l i s h e d  i n  t h e  g e n e r a l  f u n d  a s t a t e  i n s u r a n c e  c a t a s -

3 \  t r o p h e  r e s e r v e  a c c o u n t  c o n s i s t i n g  o f  a s s e t s  a p p r o p r i a t e d  to it b y  t h e

4 J l e g i s l a t u r e  a n d  a s s e t s  a l l o c a t e d  to t h e  a c c o u n t  b y  t h e  D e p a r t m e n t  o f

5 ^ A d m i n i s t r a t i o n  as p r o v i d e d  i n  (b) o f  t h i s  s e c t i o n .  A s s e t s  o f  t h e

6 a c c o u n t  m a y  b e  u s e d  to o b t a i n  i n s u r a n c e ,  to e s t a b l i s h  r e s e r v e s  f o r  t h e

7 ' s e l f - i n s u r a n c e  p r o g r a m ,  a n d  to s a t i s f y  c l a i m s  o r  j u d g m e n t s  a r i s i n g

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

9 r e m i t t e d  to t h e  D e p a r t m e n t  o f  R e v e n u e ,  i n  a c c o r d a n c e  w i t h  A S  3 7 . 1 0 . -  

°50.

11 ( b j / ^ 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  m a y  a l l o c a t e  tc t h e  s t a t e

12 i n s u r a n c e  c a t a s t r o p h e  r e s e r v e  a c c o u n t ,  f r o m  t h e  a p p r o p r i a t i o n s  to a l l

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

14 c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  d e t e r m i n e s  to b e  n e c e s s a r y  to p r o v i d e

15 a n  a d e q u a t e  i n s u r a n c e  p r o g r a m  f o r  t h e  o p e r a t i o n s  of s t a t e  g o v e r n m e n t .

16 M o n e y  r e m a i n i n g  i n  t h e  a c c o u n t  at t h e  e n d  o f  a  f i s c a l  y e a r  is n o t  a

17 o n e - y e a r  a p p r o p r i a t i o n  u n d e r  A S  3 7 . 2 5 . 0 1 0  a n d  d o e s  n o t  l a p s e ,  e x c e p t

18 f o r  a m o u n t s  d e t e r m i n e d  b y  t h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  t o  b e

19 u n n e c e s s a r y  to m a i n t a i n  t h i s  a c c o u n t  at a n  a p p r o p r i a t e  l e v e l  a n d  n o t

2 0  to e x c e e d  $ 5 , 0  t,000. If the a m o u n t  n e c e s s a r y  to s a t i s f y  c l a i m s  o r

21 j u d g m e n t s  f o r  w h i c h  p a y m e n t  m a y  b e  d u e  u n d e r  t h e  s t a t e  i n s u r a n c e

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

2 3  a l l o c a t e d  to the a c c o u n t ,  t h e  d e p a r t m e n t  m a y  c h a r g e  a n  a d d i t i o n a l

2 4  a m o u n t  f r o m  t h e  u n e n c u m b e r e d  b a l a n c e  of a n y  a p p r o p r i a t i o n  t h a t  is

2 5  d e t e r m i n e d  b y  the c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  to b e  a v a i l a b l e  f o r

26 l a p s e  at t h e  e n d  o f  the f i s c a l  y e a r .

27 * Sec. 2. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  u n d e r  A S  0 1 . 1 0 . 0 7 0 ( c ) .
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F e b r u a r y  27, 1987

The H o n o r a b l e  J a n  F a ik s 
P r e s i d e n t  o f  the S e n a t e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
Ju n e a u ,  A K  99811

D e a r  S e n a t e ^  Fa i ks :

U n d e r  the a u t h o r i t y  o f  art. Ill, sec. 18, of  the A l a s k a  C o n­
sti t u t i o n ,  I a m t r a n s m i t t i n g  a b i l l  t h a t  p r o v i d e s  a s t a t u t o­
ry f o u n d a t i o n  for th e s t a t e ' s  r i s k  m a n a g e m e n t  f u n c t i o n s  an d 
the i n s u r a n c e  p r o g r a m  t h a t  th 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  
a d m i n i s t e r s .

Th 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  h a s  p r o v i d e d  for the 
s t a t e ' s  i n t e r n a l  i n s u r a n c e  n e e d s  t h r o u g h  a d i v i s i o n  of r i s k  
m a n a g e m e n t  for m a n y  yea rs . T h i s  b i l l  d o e s  not  c h a n g e  that. 
Th e  b i l l  f o r m a l i z e s  the d e p a r t m e n t ' s  r e s p o n s i b i l i t i e s  in 
this r e ga rd , and, m o r e  i m p o r t a n t l y ,  p r o v i d e s  s t a t u t o r y  s t a n­
d a r d s  for th e  s t a t e  i n s u r a n c e  p r o g r a m .  W h i l ^ . t h e  form  of 
i n s u r a n c e  is c o m m i t t e d  to the e x p e r t i s e  o f the d e p a r t m e n t ,  
the s t a n d a r d  e s t a b l i s h e d  b y  th i s b i l l  for the s t a t e  i n s u r­
ance p r o g r a m  is to a s s u r e  a d e q u a t e  c o v e r a g e  to meet, on a 
c a s h - f l o w  b as i s ,  all i n s u r a b l e  a n d  r e a s o n a b l y  f o r e s e e a b l e  
c l a i m s  o r  j u d g m e n t s  th a t are du e  an d  p a y a b l e  w i t h i n  a fi sc al  
year. T h e  b i l l  p r o v i d e s  for an a n n u a l  i n d e p e n d e n t  a c t u a r i a l  
a s s e s s m e n t  o f  the p r o g r a m ,  a n d for an a n n u a l  r e p o r t  to the 
l e g i s l a t u r e .

T h e  b i l l  a l s o  e s t a b l i s h e s  a s t a t e  i n s u r a n c e  c a t a s t r o p h e  r e­
se r v e  a c c o u n t  w i t h i n  the  g e n e r a l  fund w h i c h  c o n s i s t s  o f  d i­
rec t  a p p r o p r i a t i o n s  a n d  o f  a m o u n t s  a l l o c a t e d  to the a c c o u n t  
f r o m  the  a p p r o p r i a t i o n s  to the v a r i o u s  s ta te  ag enc ie s.  
T h e s e  a l l o c a t i o n s  w o u l d  c o m e  b o t h  fr om  a p p r o p r i a t i o n s  for 
r i s k  m a n a g e m e n t  o r  i n s u r a n c e - r e l a t e d  p u r p o s e s  (e.g., see 
sec. 6 o f t h i s  s e s s i o n ' s  HB 75) a n d  fr om  a p p r o p r i a t i o n s  t ha t 
w o u l d  o t h e r w i s e  lapse. A g a i n ,  th is  f u n d i n g  m e c h a n i s m  has 
b e e n  u s e d  for s e v e r a l  ye ars . O n c e  fu n d e d  to a r e a s o n a b l e  
level, not  to e x c e e d  $ 5 , 0 0 0 , 0 0 0 ,  the c a t a s t r o p h e  r e s e r v e  
a c c o u n t  w i l l  e n a b l e  the  s ta te  to r e a l i z e  s u b s t a n t i a l  s a v i n g  
in the c o s t  o f  o b t a i n i n g  i n s u r a n c e  c o v e r a g e .
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O n e  o f the m o s t  i m p o r t a n t  f u n c t i o n s  o f  the d i v i s i o n  o f rir.J: 
m a n a g e m e n t  is to p r o v i d e  a c o s t - e f f e c t i v e  p r o p e r t y / c a s u a l t y  
i n s u r a n c e  p r o g r a m  for the  p r o t e c t i o n  o f  s t a t e  assets, st ate  
e m p l o y e e s ,  anc. o t h e r  o p e r a t i n g  a s p e c t s  o* s t at e g o v e r n m e n t .

T h i s  bill is d e s i g n e d  to a l l o w  th e s t a t e  a f l e x i b l e  p r o g r a m  
of s e l f - i n s u r e d  r e t e n t i o n s  ( so me w h a t  s i m i l a r  to the d e d u c t­
ible  a m o u n t s  p r o v i d e d  for in p e r s o n a l  i n s u r a n c e  po licies) 
an d c a t a s t r o p h e  i n s u r a n c e  c o v e r a g e  that, ca n  be a c j u s t e d  to 
i n s u r a n c e  m a r k e t  c o n d i t i o n s  and r e m a i n  c o s t - e f f e c t i v e .  
C o s t s  an d a v a i l a b i l i t y  o i i n s u r a n c e  c o v e r a g e  m a y  v a r y  w i d e l y  
from  y e a r tc ye ar.  T h e r e f o r e ,  f l e x i b i l i t y  is n e c e s s a r y  to 
ta k e a d v a n t a g e  o f  v a r i a n c e s  and e f f e c t u a l l y  c o n t r o l  co<~ts 
and  c o v e r a g e .

Th e r e a s o n  for h a v i n g  an i n s u r a n c e  c a t a s t r o p h e  r e s e r v e  a c­
c o u n t  a b o v e  a n o r m a l  c a s h  f l o w  los s p a y m e n t  b u d g e t  is not  
c o m p l i c a t e d , h u t  d e s e r v e s  e x p l a n a t i o n . I n c r e a s i n g  the 
s t a t e ' s  s e l f - i n s u r e d  r e t e n t i o n s  a l s o  a u t o m a t i c a l l y  i n c r e a s e s  
the s t a t e ' s  e x p o s u r e  tc c o n s i d e r a b l e  u n i n s u r e d  d i r e c t  loan. 
It is t h i s  i n c r e a s e  in e x p o s u r e  to d i r e c t  an d i m m e d i a t e  u n­
fo r e s e e n  f i n a n c i a l  d e m a n d s  t h a t  is p r o v i d e d  for by the a c­
c o u n t  e s t a b l i s h e d  in th i s bill.

S t a t e  s e l f - i n s u r e d  r e t e n t i o n s  p r e s e n t l y  v a r y  w i d e l y  by  type 
of  c o v e r a g e  (i.e., p r o p e r t y  $ 5 0 0 , 0 0 0 ;  a v i a t i o n  $ Z 5 C ,G C P ; 
l i a b i l i t y  $ 5 , 0 0 0 , 0 0 0 ;  m a r i n e  $ 1 0 0 , 0 0 0 ) ,  d e p e n d i n g  on c e n t s  
and  e x p e r i e n c e .  T h e  s t a t e  h a s  e x p e r i e n c e d  v e r y  few los se s 
in e x c e s s  cf  $ 1 , 0 0 0 , 0 0 0 ,  l o s s e s  u n d e r  the  $ 1 , 0 0 0 , 0 0 0  level 
ar e m u c h  m o r e  r o u t i n e  and, t h e r e f o r e ,  m o r e  p r e d i c t a b l e  fr om  
an a c t u a r i a l  s t a n d p o i n t .  G i v e n  th e  s t a t e ' s  e x p e r i e n c e  in 
f r e q u e n c y  a n d  s e v e r i t y  o f  l o s s e s  o v e r  t h e  $ 1 , 0 0 0 , G U G  level 
p e r  o c c u r r e n c e  v e r s u s  t h e  c o s t s  of i n s u r a n c e  at the 
$ 1 , 0 0 0 , 0 0 0  t o $ 5 , G 0 C , C 0 0  level, it m a k e s  fis cal  se nse  tc 
e s t a b l i s h  a $ 5 , 0 0 0 , 0 0 0  r e t e n t i o n  p e r o c c u r r e n c e  for ail 
t y pe s o f  loss. If ri sk  m a n a g e m e n t  c o u l d  b a s e  a c a s h - f l c w  
b u d g e t  o n  a l i m it  oi $ 5 , 0 0 0 , 0 0 0  of loss pe r  o c c u r r e n c e ,  a 
p r e m i u m  savin- s of a l m o s t  $ 3 , C 0 0 , G C Q  c o u l d  b e  r e a l i z e d  in 
the p r e s e n t  i n s u r a n c e  m a r k e t .  T h e  e s t a b l i s h m e n t  cf a r e a­
so n a b l e  c a t a s t r o p h e  r e s e r v e  w o u l d  p r o v i d e  a m e t h o d  o f  f u n d­
ing ar.d p a y i n g  self-inr.urrd 1 o r s e s  in e x c e s s  o f  the 
$ 1 , 0 0 0 , Con a c t u a r i a l l y  p r e d i c t a b l e  figure. S t a t e  c l a i m s  
h i s t o r y  w o u l d  i n d i c a t e  t ha t a $ 5 , 0 0 0 , 0 0 0  c a t a s t r o p h e  r e s e r v e  
w o u l d  b e  a d e q u a t e .  E x h a u s t i o n  o f  th e $ 5 , 0 0 0 , 0 0 0  c a t a s t r o p h e  
a c c o u n t  d u r i n g  a n y  fi s c a l  y e a r  w o u l d  n e c e . s i t a t e  l e g i s l a t i v e  
a t t e n t i o n  for a d d i t i o n a l  fu ndi ng .
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f o u n d a t i o n  for 
p r o m p t  r e v i e w

T h i s  b i l l  p r o v i d e s  a solid s t a t u t o r y  
s t a t e  i n s u r a n c e  pro gr am , a 
p a s s a g e  0 1 thi s m e a s u r e .

the
a n d



REQUEST

STATE OF ALASKA 19.07 LEGISLATIVE SESSION 

FISCAL NOTE

Lav/ Log: 

Publish Date:

Revision Date: 5& __________
Title: An act relating to State's risk 
management, et al.

Sponsor:By the Rules Committee C o m p o n e n t s :

Requestor: Governor_____________________________________

Agency Affected: Administration 

BRU: Risk Management

773-87-0019

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING

FY 87 - 'fry "88 ■ FY 89 ■ FY 90 ' FY 91 FY 92

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND 4 STRUCTURES

CRANTS, CLAIMS

MISCELLANEOUS

-o- -0- -o- -0- -o- -o-
-0- -0- -0- -o- -o- -0-

-0- -o- -0- -0- (2,400.0) (2,700.0)

-o- -0- -o- -o- -0- -0-

-o- -o- -0- -0- -0- -0-

-0- -0- -0- -0- -0- -0-

-0- -0- -o- -0- -0- -0-

-0- -0- • -o- -0- -0- -0-

TOTAL OPERATING -0- -0- -o- -0- (2,400.0) (2,700.0)

CAPITAL -0- -0- -0- -o- -o- -0-

REVENUE -0- -0- -o- -o- -0- -0-

FUNDING: (Thous'ids of Doll ars)
GENERAL FUND -0- -0- -o- -0- -o- -0-
FEDERAL FUNDS -0- -0- -o- -0- -0- -0-
OTHER -o- -o- -o- -0- (2,400.0) (2,700.0)
TOTAL •o- -o- -0- -o- (2», 400.0) (2,700.0)

POSITIONS:
FULL-TIME -o- -o- -0- -o- -0- * -0-
PART-TIME -0- -0- -0- -0- -0- -0-
TEMPORARY -0- -0- -0- -0- -0- -0-

ANALYSIS:

State insurance catastrophe fund established ($5,000,000 maximum) to fund 

self-insured losses in excess of $1,000,000. Funding to come from insurance 

premium savings due to increased self-insurance. It will take approximately 

three year's accumulation of savings to build the fund. Budget reductions 
should begin in FY 91 assuming no losses,
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