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STATE OF ALASKA 19.87 LEGISLATIVE SESSION
FISCAL NOTE

REQUEST

Revision Date: 5

Title: An act relating to State's risk

management, et a l .
Sponsor: By the Rules Committee 

Requestor: Covernor____________

Lav/ Log: 

Publish Date:_

Agency Affected: Administration 

BRU: Risk Management

Components:

7 7 3 - 8 7 -0 0 1 9

EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING

EY 87 FY 88 FY 89 FY 90 FY 91 FY 92

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

CRANTS, CLAIMS

M iscellaneous

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

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

-0- -o- -o- -0- -0- -0-
-0- -0- -0- -0- ■ -0- -0-

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

-0- -o- . -0- -0- -o- -0-

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

CAPITAL

REVENUE

-0- -o -

i i -o -

-o-

-0 -

-0 -

-0-

-0-

-0-

-o -

-0-

FUNDING: (Thousands of Dollars)
CENERAL FUND 

FEDERAL FUNDS 

OTHER 

TOTAL

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

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

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

AN AL Y S I S : :

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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Approved by Commissioner: Garrey Peska
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IN THE SENATE
BY THE RULES COMMITTEE 3Y  
REQUEST OF THE GOVERNOR

SENATE B IL L  NO. 152
IN  THE LEGISLATURE OF THE STATE OF ALASKA

FIFTEENTH LEGISLATURE - F IR ST  SESSION
A B IL L

F o r  an  Act e n t i t l e d :  "An A c t  r e l a t i n g  t o  t h e  s t a t e ' s  r i s k  managemen t ; and

BE I T  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
*  S e c t i o n  1 .  AS 3 7 . 0 5  i s  amended by a d d in g  new s e c t i o n s  t o  r e a d :

S e c .  3 7 . 0 5 . 2 8 7 .  INSURANCE FOR STATE ASSETS. ( a )  The D e p a r tm en 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  an  amount and i n  t h e  
f o rm  t h a t  t h e  d e p a r tm e n t  d e t e rm in e s  t o  be 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 ,  and  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  and f o r  
t h e  o p e r a t i o n  o f  s t a t e  g o v e rn m e n t .  The d e p a r tm e n t  may 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 ,  i n  w h o le  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 )  The d e p a r tm 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 ro g ram  t o  a s s u r e  t h a t ,  t o  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 in t a i n e d  t o  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 im s  o r  ju d g m en t s  f o r  w h ich  paymen t may be  due  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 .  The d e p a r tm e n t  s h a l l
a n n u a l l y  o b t a i n  an  in d e p e n d e n t  a c t u a r i a l  a s s e s sm en 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 .  No 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 ,
th e  d e p a r tm e n t  s h a l l  s u bm it  t o  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 se  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 ,  an  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 ,  and  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 ­
ance  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 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 ;  and p r o v i d i n g  f o r  an e f f e c t i v e  d a t e . "

ARTICLE 2 5 .  R IS K  MANAGEMENT

SB0152A - 1 - SB 152
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1 S e c .  3 7 . 0 5 . 2 8 9 .  STATE INSURANCE CATASTROPHE RESERVE ACCOUNT.
2 ( a )  T h e r e  i s  e s t a b l i s h e d  i n  t h e  g e n e r a l  fu 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  t o  i t  by  t h e
4  l e g i s l a t u r e  and  a s s e t s  a l l o c a t e d  t o  t h e  a c c o u n t  b y  t h e  D e p a r tm e n t  o f
5 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
6 a c c o u n t  may be u s e d  t o  o b t a i n  i n s u r a n c e ,  t o  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 ,  and  t o  s a t i s f y  c l a im s  o r  ju d g m e n t s  a r i o 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  money i n  t h e  a c c o u n t  must be
9 r e m i t t e d  t o  t h e  D e p a r tm 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  AS 3 7 . 1 0 . -

10  0 5 0 .
11  ( b )  The D e p a r tm e n t  o f  A d m i n i s t r a t i o n  may a l l o c a t e  t o  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  t o  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 ,  an  amount t h a t  t h e
14 c o m m is 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 rm i n e s  t o  be  n e c e s s a r y  t o  p r o v i d e
15 an 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 rn m e n t .
16 Money r e m a in i n g  i n  t h e  a c c o u n t  a t  t h e  end  o f  a  f i s c a l  y e a r  i s  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  AS 3 7 . 2 5 . 0 1 0  and  d o e s  n o t  l a p s e ,  e x c e p t
18 f o r  am oun ts  d e t e rm in e d  b y  t h e  c o m m is s i o n e r  o f  a d m i n i s t r a t i o n  t o  be
19 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  a t  an  a p p r o p r i a t e  l e v e l  and  n o t
2 0  t o  e x c e e d  $ 5 , 0 0 0 , 0 0 0 .  I f  t h e  amount n e c e s s a r y  t o  s a t i s f y  c l a im s  o r
2 1  ju d g m e n t s  f o r  w h ic h  paym en t may be  due  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 am  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 exp end ed  b a l a n c e  o f  t h e  am oun ts
23  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 tm e n t  may c h a rg e  a n  a d d i t i o n a l
2 4  amount f r o m  t h e  un encum be red  b a l a n c e  o f  an y  a p p r o p r i a t i o n  t h a t  i s
25  d e t e rm in e d  b y  t h e  c o m m is s i o n e r  o f  a d m i n i s t r a t i o n  t o  be a v a i l a b l e  f o r
26  l a p s e  a t  t h e  end o f  t h e  f i s c a l  y e a r .
27  *  S e c .  2 .  T h i s  A c t  t a k e s  e f f e c t  im m e d i a t e l y  u n d e r  AS 0 1 . 1 0 . 0 7 0 ( c ) .
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STEVE COWPER, GOVERNOR

DEPARTM ENT  OF A DM IN ISTRA T IO N POUCH C (MS 0218) 
JUNEAU, ALASKA 99811 
PHONE: (907) 465-2180

A p r i l  1 7 ,  1 9 8 7
D I V I S I O N  O F  R I S K  M A N A G E M E N T

H o n o r a b l e  G a r r e y  P e s k a  

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  

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  9 9 8 1 1

D e a r  C o m m i s s i o n e r  P e s k a :

I a m  p l e a s e d  t o  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  o f  

R i s k  M a n a g e m e n t .

A s  t h e  a v a i l a b i l i t y  o f  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  o v e r  t h e  p a s t  t w o  

y e a r s ,  i t  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  o f  

s e l f  i n s u r a n c e  i n  o r d e r  t o  c o n t r o l  c o s t s .  A t  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  t o  c o n t i n u e  t o  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  o f  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 ,  a s  t h e  S t a t e ' s  l e v e l s  o f  s e l f  i n s u r a n c e  a r e  i n c r e a s e d  w e  

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  o f  

u n i n s u r e d  e x p o s u r e s  t o  l o s s .  I t  i s  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  t o  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  i n  t h 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  o c c u r .

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

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

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  t o  

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  t o  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  t h 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  i n  t r a d i t i o n a l  i n s u r a n c e  m a r k e t s .  W e  

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

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

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

r e a d e r s  i n  u n d e r s t a n d i n g  t h e  S t a t e ' s  i n s u r a n c e  p r o g r a m s  a s  w e l l  

a s  t h e  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  p r o v i d e s .

R e  s p e c t  f u p . y >  s u b m i  1 1

Director

TELEX NUMBER 46-308 TELECOPIER NUMBER 465-2169



FUNCTIONS 
OF THE

D IV IS IO N  OF R ISK MANAGEMENT

P r i m a r y  g o a l  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  i s  t o  p r o t e c t  t h e  

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  o f  s e l f ­

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

e f f e c t i v e .

T h i s  o b j e c t i v e  i s  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  t o  

r e s p o n s i b l e  R i s k  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  o f  s e l f - i n s u r a n c e  a n d  i n s u r e d

r i s k  d e s i g n e d  t o  b e  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

o f  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  o f  t h e

S t a t e  a s  w h o l e .

2 .  P o s i t i v e  a n d  a g g r e s s i ’? c o n t r o l  o f  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  o r  

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 o s s i b l e .  T h i s  f u n c t i o n  w o r k s

• i n  c o o r d i n a t i o n  w i t h  t h e  D e p a r t m e n t  o f  L a w .

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  s o  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  t o  c r e a t e  a n d  m a i n t a i n  a  s a f e  p l a c e  t o  w o r k  

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

T h e s e  a r e  f o r  g e n e r a l  u s e  w i t h i n  t h e  S t a t e  s y s t e m .



Introduction to Risk Management.

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  i s  u n k n o w n .  S i n c e  n o  o n e  k n o w s  

t h e  f u t u r e  e x a c t l y ,  e v e r y o n e  a  iliaJl m a n a g e r *  n o t  b y  c h o i c e ,  

b u t  b y  s h e e r  n e c e s s i t y .

T h e  S t a t e  o f  A l a s k a  h a s  p h y s i c a l ,  f i n a n c i a l ,  a n d  h u m a n  r e s o u r c e s  

t h a t  h e l p  i t  a c h i e v e  i t s  o b j e c t i v e s .  A  s u b s t a n t i a l  l o s s  t o  a n y  o f  

t h e s 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  o f  

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

R i s k  m a n a g e m e n t  i s  t h e  p r o c e s s  o f  m i n i m i z i n g  t h e  a d v e r s e  e f f e c t s  

o f  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  o f  l o s s  e x p o s u r e s .  

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  i n  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  c l 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  o r  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  t o  

S t a t e  p r o p e r t y  r a n g i n g  f r o m  t h e  M / V  C O L U M B I A  t o  a n  i v o r y  a r t i f a c t  

h o u s e d  i n  t h e  S t a t e  M u s e u m .

R i s k  m a n a g e m e n t  i s  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 .  I t  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  o f  t h e  S t a t e  t o  

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

f u n d s  t o  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  l o s s .

D u r i n g  t h e  p a s t  1 5  y e a r s ,  r i s k  m a n a g e m e n t  h a s  b e c o m e  a n  e s s e n t i a l  

p a r t  o f  c o r p o r a t 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  o f  A l a s k a  h a s  r e c e i v e d  t h e  b e n e f i t s  o f  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  t h e  y e a r s .

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  b y  t h e  

d o c t r i n e  o f  " 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  t h e  " d e e p  p o c k e t "  t h e o r y  i n  a w a r d i n g  d a m a g e s  t o  

a n  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  i n  l i n e  f o r  p a y m e n t  i n  

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  i n  A l a s k a  a r e  t h e  

h i g h e s t  o f  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  t o  b e  

c o n t r o l l e d  a n d  p r o p e r l y  f u n d e d .

I n  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  t o  

i n s u r a n c e  c o m p a n i e s  a n d  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  e t c . )  

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  a r e  

t h e  " k e y s "  t o  a  s u c c e s s f u l  r i s k  m a n a g e m e n t  p r o g r a m .



RISK MANAGEMENT SERVICES.

R I S K  M A N A G E M E N T  A D M I N I S T R A T I O N

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  o r  n e e d s ?  p r o v i d i n g  e v i d e n c e  o f  i n s u r a n c e  f o r  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  f o r  s t a t e  a g e n c i e s ;  

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  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  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  s e c t i o n .

M a r k e t i n g  o f  t h e  S t a t e ' s  i n s u r a n c e  p r o g r a m s  i s  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  S t a t 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  r e p o r t s  

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 e a t ,  M a r w i c k ,  M i t c h e l l  & C o  

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  b y  

M a r s h  & M c L e n n a n ' s  C I S .  A l 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  a r e  

b i d  e v e r y  3 - 5  y e a r s .

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  o r  a s s i s t s  t h e  U n i v e r s i t y  o f  

A l a s k a  a n d  t h e  A l a s k a  R a i l r o a d  w h e n  r e q u e s t e d .

C L A I M S  S E R V I C E S

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  t o  i n v e s t i g a t e  a n d  a d j u s t  a  

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

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 o n t r a c t .  M o s t  p r o p e r t y  c l a i m s  a r e  h a n d l e d  

d i r e c t l y  b y  R i s k  M a n a g e m e n t  c l a i m s  s t a f f .

N o r t h e r n  A d j u s t e r s  I n c . ,  w i t h  o f f i c e s  i n  A n c h o r a g e ,  F a i r b a n k s ,  

J u n e a u  a n d  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  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 ?  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  o n  

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  o f  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  i s  s u b j e c t  t o  p e r i o d i c  c l a i m s  r e v i e w  b y  R i s k  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 .

C O N T R A C T  R E V I E W

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  o f  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  t o  p r o t e c t  t h e  s t a t e  f r o m  

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

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

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  o n  a n  i n d i v i d u a l  b a s i s  ( o r  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  a n d  m o d i f i e d  w h e r e  n e c e s s a r y .

3



D u e  t o  t h e  w i d e  v a r i e t y  o f  S t a t e  c o n t r a c t s ,  i t  i s  v e r y  d i f f i c u l t  

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

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

w i t h  S t a t e  a g e n c i e s  t o  c o n s i d e r  r e v i s i o n s  w h e n  r e q u e s t e d .

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

c o n t r a c t  i n s u r a n c e  n e g o t i a t i o n s  s i n c e  t h e y  c a n  b e t t e r  a t t e s t  t o  

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

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

LOSS CONTROL AND CLAIMS INFORMATION SERVICES
T h e  s t a r t i n g  p o i n t  o f  a n y  e f f e c t i v e  l o s s  c o n t r o l  p r o g r a m  i s  t o  

i d e n t i f y  a n  a g e n c y ' s  l o s s  e x p o s u r e s .  ( L o s s  e x p o s u r e s  i n c l u d e  t h e  

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

l o s s ,  a n d  t h e  f i n a n c i a l  i m p a c t  o f  t h e  l o s s . )

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

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

c o n t r o l  r e p o r t s  ( s e e  p a g e  5) t o  A d m i n i s t r a t i v e  D i r e c t o r s ,  

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

t h r o u g h o u t  t h e  S t a t e .

S p e c i a l  r e p o r t s  m a y  a l s o  b e  g e n e r a t e d  f r o m  R i s k  M a n a g e m e n t ' s  

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

v a r i e t y  o f  q u e s t i o n s .  A s  a n  e x a m p l e ,  e a c h  v e s s e l  i n  t h e  M a r i n e  

H i g h w a y  S y s t e m  a n d  e a c h  S t a t e  P i o n e e r  H o m e  r e c e i v e d  a  l i s t i n g  o f  

c l a i m s  i n  f i s c a l  y e a r  1 9 8 6 .  R i s k  M a n a g e m e n t  h a s  a l s o  p r o v i d e d  

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

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  f o r  f i s c a l  y e a r s  1 9 8 3 ,  1 9 8 4 ,  a n d  1 9 8 5  

o v e r  $ 2 5 , 3 0 0  w h i c h  i n v o l v e d  m o t o r  v e h i c l e s ) .  R i s k  M a n a g e m e n t ' s  

c l a i m s  a n a l y s i s  c a p a b i l i t i e s  a r e  e x t e n s i v e  a n d  a v a i l a b l e  o n  

r e q u e s t .
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01 VISION ftftrsc* t  NAME
UNIT NUMBER » NAMl

COVERAGE

........................OUTSTAMD IK3 RESERVES.................................................PAIO TO DATE .............

...........................................TOTAL...............................IMHMUIIV m r 0 1C a L C*P€NSC
total incurredRECOVERY N fI I^CUWOfO

«l ALASKA COURTS
0 ALASKA COURTS

vqok comp-meo onit 00 427 .70
S CLAIMS. 3 OPEN 2 CLOSED 00 796 300 REOPEN 0 SUIT 00 774 00

TOTALS roo UNIT: 0 ALASKA COURTS 00 427 .70S CLAIMS: 3 OPEN 3 CLOSEO .00 296 .300 REOPEN 0 SUIT .00 724 .00
TOTALS TOR 01V: 41 ALASKA COURTS .00 427 .70S CLAIMS: 3 OPEN 3 CLOSEO .00 296 .300 REOPEN 0 SUIT .00 724 .00

00
00
00
00
00
00
00
00
00

??4
»3A
724
734
734
734

STATISTICAL REPORT- CAUSE OF ACCIOENT
TERM: 07 /01 /16  - 06/30/67 
TOR THE PERIOD CNOING: 12-31-86 VALUED AS OE: 01 /19 /87

STATE OE ALASKA 
NATURAL RESOURCES EMER EIRE FCHTRS

PAGE: 36
WORKERS' COMPENSATION

DIVISION LOCATION 
010 0001

ACCO CLAIM % or % or % OF AVG. INCURREDLODE ACCIDENT COOC OCSCRIPTION COUNT CLAIMS i M o -6 ► r* PAIO PAID TOTAL INCUR. INCUR. PER CLAIM

OOOi SL|P/fALL ■OUTSIOE BUILDINGS 2 33 .33 1.369 .54 85.75 1,369 .54 50 .22 684 .770009 BURN/HEAT-COLO EaPOSURE-E*THEME INP 1 16.66 7 .50 0 .46 7 .5 0 0 .27 7 .500064 PERSONAL INJURY • CREW 1 16.66 0 .0 0 0 .00 200.00 7.33 200.000099 MISCELLANEOUS 2 33 .33 220.00 13.77 1 ,150 .00 42. 17 575 .00- - - - - - - - - - - - - - - - - - - - - - - - - - - - - -TOTALS: 6 100.00 1.597 .04 100.00 2 .727 .04 100.00 454 .50

DIVISION; flSH  ANO GAME state OF ALASKA 69UNIT: FRED NEW CLAIMS LISTINGVALUEO AS OF: 12/31/66
• • — OATC OF.......... •

AOUUSTOR CLAIM i CLAIMANT NAME ACCIOENT ENTRY TO OATE............... TOTAL INCURREOCOVERAGE SUFFIX ACCIOENT REPORT ACTIVITY TOTAL...................... RECOVERYSTATUS FISCAL YH LOCATION DESCRIPTION CLAIM CLOSE INDEMNITY MEDICAL EXPENSE NET INCURREO

SCOTT WETZEL 0004693 07/26/86 10/06/86 .00 .00 .00 80 .00WORK COMP-MEO ONLY 999 STARTING MOTOR • INJUREO- 09/10/66 10/27/86 .00 86.00 .00 .00CLOSEO 1967 011-0009 LEFT WRIST 07/27/86 10/27/86 .00 86.00 .00 86.00

SCOTT WETZEL 0004999 07/29/86 10/06/86 .00 .00 .00 142.30WORK COMP-MEO ONLY 099 HIKING TO BOAT - TWISTEO- 08/12/86 01/14/87 .00 142.30 .00 .00CLOSEO 1987 011-0009 RIGHT ANKLE • • • • • • •« 01/14/87 .00 142.30 .00 142.30
SCOTT WETZEL 0004698 06/14/16 10/08/86 .00 11.75 .00 100.00WORK COMP-MEO ONLY 999 PUNCTUREO LEFT THIGH W II- 09 /09 /8* 10/09/86 .00 88 .25 .00 .00OPEN 1987 011-0009 H WELOINC ROO 08/14/8* • • • • •» « • .00 100.00 .00 100.00

SCOTT WETZEL 0004719 1 09/03/66 10/06/86 00 00 00 329 90WORK COMP-MCD ONLY 999 FELL ON ROCKS • CUT FING- 09/07/66 01/26 /87 .00 329 .90 .00 .00CLOSEO 1987 011-0009 ER ON RIGHT HAND 09/03/86 01/26/87 ,00 329 .90 00 329 .90
SCOTT WETZEL 0004786 09/39/86 10/29/86 .00 .00 .00 63 .20WORK COMP-MEO ONLY 999 SPRAY PAINTING/OUST OEBI- 10/03/86 01/22/87 .00 63 .2 0 .00 00CLOSEO 1987 011-0009 S IN L.EVE 09/36/66 01/23/87 .00 63 .2 0 .00 63 .20
SCOTT WETZEL 0004919 . 08/39 /86 11/18/86 .00 4 .9 2 5 .0 0 .00 5 .0 0 0 .0 0WORK COMP-MEO ONLY 999 CXP05E0 TO IUOOPHOR 11/13/86 13/13/86 .00 75 .00 .00 .00OPEN 1987 011-0009 11/03/86 • • • • • • • • .00 5 .00 0 .00 .00 5 .0 0 0 .0 0
SCOTT WETZEL 0004926 11/08/06 12/02 /86 00 .00 .00 81 65WORK COMP-MEO ONLY 999 OURING DECENT IN PLANE — 11/13/86 12/22 /86 .00 81 .65 .00 .00CLOSEO 1967 011-0009 left ear orum 11/10 /86 12/22 /86 .00 81 .65 .00 81.65

TOTALS FOR COVERAGE ; WORK COMP-MEO ONLY .  OPEN: 0 .00 7 .7 2 7 .2 0 .00 10.201 15
• CLOSEO: 1 .00 2 .473 .95 .00 .00« CLAIMS: 18 .00 10 .201 .15 .00 10,201. 15

UNIT TOTALS » OPEN: 0 5. 443 .24 1C .512.20 3 .0 0 0 .0 0 25 .101 . 15
• CLOSED: 1 456 .76 2 668 .95 .00 .00
• CLAIMS: 20 5 . 900 00 16 .201 .15 3 .0 0 0 .0 0 25 .101 .15
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INSORANCE COST ALLOCATION SYSTEM.

R i s k  M a n a g e m e n t ' s  b u d g e t  i s  f u n d e d  t h r o u g h  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  i s  a  s y s t e m  f o r  d i s t r i b u t i n g  t h 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  t h e  v a r i o u s  d e p a r t m e n t s .  I t  i s  d e s i g n e d  t o  a c h i e v e  a n  

e q u i t a b l e  d i s t r i b u t i o n  o f  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  t o  

l o s s  ( i t e m s  s u b j e c t  t o  l o s s )  a s  w e l l  a s  p a s t  l o s s  e x p e r i e n c e  f o r  

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  o n  t w o  s o u r c e s  o f  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  i s  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  ( R S A ) .  A l l  l i n e s  o f  

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  R S A ' s .  A  s e c o n d  i s  P a y r o l l  D e d u c t i o n ,  

w h i c h  p a y s  a n  a g e n c y ' s  w o r k e r 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  o f  e x p o s u r e ,  c l a i m s  h i s t o r y ,  s p e c i a l  h a z a r d 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  a n d  o t h e r  m e a s u r a b l e  r i s k  c o m p o n e n t s .

F o r  e x a m p l e ,  D O T P F  w i t h  i t s  l a r g e  n u m b e r  o f  e m p l o y e e s  ( 2 , 3 9 9  f o r  

F Y 8 6 )  a s  w e l l  a s  r e s p o n s i b i l i t y  f o 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  i n  t e r m s  o f  t o t a l  c l a i m s  a n d  t o t a l  c o s t s  

t h a n  o t h e r  a g e n c i e s .  T h i s  i s  r e f l e c t e d  i n  D O T P F ' s  p r e m i u m  

c h a r g e s .

T o  i l l u s t r a t e  h o w  a n  a g e n c y ' 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  t h e  

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  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  F Y 8 7  c o s t  i s  $ 4 , 7 4 7 , 0 0 0  E i g h t y  

p e r  c e n t  o r  $ 3 , 7 9 7 , 6 0 0  o f  t h a t  c h a r g e  i s  b a s e d  o n  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  f o r  a  t h r e e  y e a r  p e r i o d  a n d  i s  k n o w n  a s  

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  

c l a i m ,  a n  a g e n c y  w i l l  o n l y  b e  c h a r g e d  f o r  a n  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 ,  i f  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 2 0 , 0 0 0  o f  c o s t s ,  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  S t a t e ' s  l i m i t e d  l o s s  t o t a l .

L o s s  L i m i t s  a r e  e q u a l  t o  a p p r o x i m a t e l y  1 0 %  o f  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  i s  $ 1 0 0 , 0 0 0 .  B y  c o n t r a s t ,  t h e  D e p a r t m e n t  

o f  L a w  h a s  a  l i m i t  o f  $ 1 0 , 0 0 0  p e r  c l a i m .

T h e  l o s s  e x p e r i e n c e  f o r  F Y 8 7  i s  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  i s  n e c e s s a r y  i n  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 l a i m s .  I t  a l s o  m i n i m i z e s  t h e  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  h a v e  

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

y e a r  p e r i o d .
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A d m i n i s t r a t i o n ' s  s h a r e  o f  t h e  S t a t e ' s  t h r e e  y e a r  l i m i t e d  l o s s e s  

i s  a b o u t  1 3 . 6 1 % .  T h i s  p e r c e n t a g e  m u l t i p l i e d  b y  t h e  S t a t e ' s  

e x p e r i e n c e  p r e m i u m  ( $ 3 , 7 9 7 , 6 0 0 )  d e t e r m i n e s  t h e  d e p a r t m e n t ' s  s h a r e  

o f  t h e  S t a t e ' s  F Y 8 7  e x p e r i e n c e  p r e m i u m  ( $ 5 1 7 , 1 5 0 ) .

T h e  f i n a l  2 0 %  o f  t h e  w o r k e r s '  c o m p e n s a t i o n  i n s u r a n c e  c o s t  i s  

b a s e d  o n  t h e  d e p a r t m e n t ' s  s h a r e  o f  t h e  S t a t e ' s  a n t i c i p a t e d  F Y 8 7  

p a y r o l l  a n d  i s  t e r m e d  t h e  e x p o s u r e  p r e m i u m .  F o r  F Y 8 7  t h e  e x p o s u r e  

p r e m i u m  i s  $ 9 4 9 , 0 0 0 .  A d m i n i s t r a t i o n ' s  p e r c e n t a g e  o f  t h e  S t a t e ' s  

a n t i c i p a t e d  F Y 8 7  p a y r o l l  ( a b o u t  7 . 1 1 5 % )  i s  m u l t i p l i e d  b y  t h e  

e x p o s u r e  p r e m i u m  t o  d e t e r m i n e  t h e  d e p a r t m e n t ' s  s h a r e  ( $ 6 7 , 5 4 8 ) .

T h e  m o s t  c r i t i c a l  p a r t  o f  a n  a g e n c y ' s  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  i s  l o s s  e x p e r i e n c e .  I f  c o s t s  a r e  c o n t r o l l e d  ( e i t h e r  

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

b o t h  t h e  w o r k e r  a n d  a g e n c y  w i l l  b e n e f i t .  A n  e f f e c t i v e  l o s s  

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

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



STATE OF ALASKA FY87 INSURANCE PROGRAM

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

f o r  t h e  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  ( S I R ' s )  a n d  t h e  a m o u n t  o f  

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

F Y 8 6  p r o g r a m s .  O f  c o u r s e ,  & s  JieJifiniifillS____

i n . c r . & a . s e d _ t h e _ S t a t e _ s e l f - i n s u n £ d _ o b l i c T a t i o n s  a r e  a l s o ,  i n c r e a s e d .

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

t h e  c l a i m .

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

n u m b e r  o f  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  a r e  n o t  o u t l i n e d  

i n  t h i s  d o c u m e n t .  I n c i d e n t l y ,  t h e  S t a t e  i n s u r a n c e s  f o r  F Y 3 7 ,  a r e  

p l a c e d  i n  o v e r  6 5  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  i s  w r i t t e n  o n  a n  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  o f  e a r t h q u a k e  a n d  f l o o d .  T h e  S I R  

i s  $ 5 0 0 , 0 0 0  p e r  o c c u r r e n c e  ( 5 %  o f  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  o f  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  o f  i n s u r a n c e  w h i c h  w a s  t h 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  i n  t h e  m a r k e t p l a c e .  T h e  

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

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  t o  

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  a s  

w e l l  a s  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  i n  t h i s  p o l i c y .  T h e  S I R  f o r  

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  i s  $ 1 0 0 , 0 0 0 .  B y  c o m b i n i n g  t h e  

p r o p e r t y  p o l i c i e s  w e  w e r e  a b l e  t o  s a v e  a p p r o i x i m a t e l y  $ 1 7 5 , 0 0 0  i n  

p r e m i u m s .  T h e  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  o n  2 0  o f  t h e  

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 .  I f  t h e  l e g i s l a t u r e  p e r m i t s  u s  t o  

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  b e  a b l e  t o  i n c r e a s e  t h e  S t a t e  p r o p e r t y  S I R  t o  $ 5 , 0 0 0 , 0 0 0 .

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  i s  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  i s  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  

o f  $ 5 , 0 0 0 , 0 0 0 .  I n  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  i n  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  t o  

r e 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  a n d  o m m i s s i o n s ,  a s  w e l l  

a s  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  i n  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 %  o f  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  o f  $ 1 0 , 0 0 0 , 0 0 0 ,  i s  p l a c e d  

t h r o u g h  o u r  L o n d o n  m a r i n e  u n d e r w r i t e r s .

8



F o r  F Y 8 8 ,  w e  p l a n  t o  r e d u c e  t h e  p e r c e n t a g e  o f  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  s o  t h a t  w e  d o  n o t  j e o p a r d i z e  o u r  

t r u e  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 .  F o r  F Y 8 7  w e  w e r e  u n a b l e  t o  f i n d  

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  

n 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  

h a d  t o  r e l y  a l m o s t  e n t i r e l y  o n  L o n d o n  u n d e r w r i t e r s .  T h e  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  i s  " 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  i s  a l s o  w r i t t e n  w i t h  a  

$ 5 , 0 0 0 , 0 0 0  S I R .  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  o f  t h e  

S t a t e  r e t e n t i o n .

B y  i n c r e a s i n g  t h e  S t a t e ' s  l e v e l s  o f  s e l f - i n s u r a n c e  f o r  L i a b i l i t y  

a n d  W o r k e r s '  C o m p e n s a t i o n  f r o m  $ 1 , 5 0 0 , 0 0 0  t o  $ 5 , 0 0 0 , 0 0 0  i n  F Y 8 7 ,  

p r e m i u m  c o s t s  w e r e  r e d u c e d  b y  a p p r o x j m . a t e l y  $ 2 , 0 0 0 , 0 0 0 .

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  a s  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  A c t s )  a n d  $ 5 0 , 0 0 0  f o r  h u l l  c l a i m s .  B e c a u s e  o f  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  o f  $ 2 0 0 , 0 0 0 , 0 0 0 .  M a r i n e  

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

M o s t  o f  tht> 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  S I R .  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  i n  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  i n  p r e m i u m s  i n  a d d i t i o n  t o  w h i c h  w e  w e r e  a b l e  t o  

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  f o 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  h a d  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  i t  

i s  a  f o r e i g n  p o r t .

A v i a t i o n

I n  v i e w  o f  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  t o  b e  a b l e  t o  r e t a i n  o u r  a v i a t i o n  

c o v e r s  f o r  F Y 8 7  e v e n  a t  c o n s i d e r a b l e  c o s t  i n c r e a s e .  T h e  S t a t e  h a s  

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  o f  I n t e r n a t i o n a l  t e r m i n a l s  s u c h  a s  A n c h o r a g e  ( s i x t h  i n  

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 0 0 , 0 0 0 , 0 0 0  l i m i t s  w i t h  a  $ 2 5 0 , 0 0 0  d e d u c t i b l e  o n  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  a n  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  o f  $ 1 , 0 0 0 , 0 0 0 .

A l l  a i r c r a f t  h u l l s  a r e  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  

f o r .

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  a r e  u n w i l l i n g  t o  p r o v i d e  

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



T h e  U n i v e r s i t y  i s  a l s o  i n c l u d e d  i n  t h e  a v i a t i o n  c o v e r a g e  a s  w e l l  

a s  n o n o w n e d  ( l e a s e d )  a i r c r a f t  c o v e r  f o r  t h e  A l a s k a  R a i l r o a d .  T h e  

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

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

S t a t e .

B ond 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  b o n d  w i t h  $ 1 0 , 0 0 0 , 0 0 0  

l i m i t s  a n d  a  $ 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  a r e  a l s o  p r o v i d e d  w h e n  n e c e s s a r y . .

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  t o  

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  o f  $ 3 , 5 0 0 , 0 0 0  o f  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  f o r  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  o f  $ 5 , 0 0 0 , 0 0 0  o f  i n s u r e d  S I R  l o s s  f o r  M a r i n e  a n d  P r o p e r t y  

s h o u l d  t h e y  e x c e e d  $ 3 , 5 0 0 , 0 0 0  i n  l o s s e s  d u r i n g  t h e  f i s c a l  y e a r .

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  o f  

$ 1 0 , 0 0 0 , 0 0 0  a n d  a  $ 1 0 , 0 0 0  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  i s  p r o v i d e d  A P A  f o r  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  i s  a n  

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  o f  

$ 7 5 , 0 0 0 , 0 0 0  w i t h  a  $ 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  ( a n y  o n e  

o c c u r r e n c e )  o n  t h e s e  d a m s  o f  a p p r o x i m a t e l y  $ 6 0 , 0 0 0 , 0 0 0 .  W e  

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

t h r o u g h o u t  t h e  P a c i f i c  R i m .

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  i s  m a i n t a i n e d  w i t h  

$ 1 5 , 0 0 0 , 0 0 0  l i m i t s  o f  l i a b i l i t y  a n d  a  $ 2 5 , 0 0 0  S I R .

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  f o r  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  o f  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  i n  o u r  r e g u l a r  S t a t e  

p r o g r a m s .



STATE OF ALASKA

FYS7 PROPERTY/CASUALTY PROGRAM 
( I n c l u d e s  r e t e n t i o n  l e v e l s  ( d e d u c t i b l e s )  and l i m i t s )

This l i s t  I s  not d e t a i l e d  and does nut i nc l ude  a f eu sma l l  
p o l i c i e s  f o r  s p ec i a l  exposures  —  the re a r e p o l i c y  ex t en s i o ns  and 

l im i t a t i o n s  not i nc luded  in t h i s  s t at emen t - -  a d d i t i o n a l  
I n f o rm a t i o n  concerning  s p e c i f i c  a reas  o f  cove rage a r e  a v a i l a b l e  

f rom Risk Management by r e q u e s t .
The S t a t e ' s  p o l i c i e s  ext end to cove r  a l l  S t a t e  Agencies and 

E n t i t l e s  except those s p e c i f i c a l l y  exc luded  such as the A l aska 
R a i l r o a d  uho adm in i s t e r  t h e i r  oun in surance  program.

The cove rages  a r e ,  o f  co u r se ,  su b j e c t  t o change.  There a r e  
app ro x ima te l y  seventy I nsu rance  companies and v a r i o u s  L l o y d ' s  

sy nd i ca t e s  p r e s e n t l y  r e p re se n te d  in  the S t a t e  program.

Coverage S e l f  I n su red  
Re t en t i on L I a b i I i  t y I  Proper  t y 

L im i t s

PROPERTY ( a l l  r i s k )  
Oata P r o cess ing  

Equipment 
Museum F in e  Arts

(EARTHQUAKE i  FLOOD)

* 5 0 0 , 0 0 0
( i n c l u d e d )
*100,000

55s -  minimum 
* 7 5 0 . 0 0 0

*100.000.000

S p e c i f i e d  Value 
Sd 0 . 0 0 0 . 00 0

BOILER «. MACHINERY 

CASUALTY ( L i a b i l i t y )

FOREIGN LIABIL ITY 

WORKERS' COMPENSATION 

MARINE LIABIL ITY 

MARINE HULL

FERRY OOCKS
AVIATION LIABIL ITY 

a i r p o r t s  
a i r c r a f t  
Na t i ona l  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 
( c l a im s  made f orm,  
exc ludes d i s c r im . ,  
p o l l u t i o n ,  a s b e s t o s i s  
p u n i t i v e ,  e t c . )
*1,000,000

S t a t u t o r y

*200,000.000

S ta t ed  va l ues  
approx * 2 5 0 , 0 0 0 , 0 0 0  
l im i t
S t a l e d  va l ues  
* 5 . 0 0 0 , 0 0 0  L im i t
*200.000,000
*200,000,000
*200,000.000

MULTI-LINE AGGREGATE 
( P r o p e r t y  I  Mar ine)  
( A v i a t i o n ) * 3 , 5 0 0 , 0 0 0  S IR  

*1,000,000
* 5 . 0 0 0 , 0 0 0

EMPLOYEE FIDELITY BONO 
(Ue a l s o  ma in ta in  o t he r  
s t a t u t o r y  and Pub l i c  
O f f i c i a l  Bonds)
FOUR OAM POOL 

PROPERTY

APA BOILER 
I  MACHINERY

* 2 5 0 . 0 0 0

*1,000,000 
except  quake & 
f l o o d
5% -  v a l u e s  at 
1 ocat  i ons
*25.000

*10.000.000

* 7 5 . 0 0 0 , 0 0 0

*15.000.000



B U D G E T  C O M P O N E N T S  A N D  E X P E N D I T U R E S .

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  a n  a n a l y s i s  o f  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  o v e r  t h e  p a s t  s e v e r a l  y e a r s .

P l e a s e  n o t e  t h a t  o p e r a t i n g  c o s t s  a n d  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  t h e  b e g i n n i n g  o f  F Y 8 3  R i s k  M a n a g e m e n t  h a d  a c c u m u l a t e d  a  l o s s  

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  i n  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  f o 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  o f  t h e  l o s s  r e s e r v e  

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

t h e s e  y e a r s  a n d  i s  s h o w n  i n  t h e  c h a r t s  a s  " s h o r t f a l l " .

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  f o r  

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  o f  t h e  f o r m e r  r e s e r v e  f u n d s .  T h e  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  i n  t h e  F Y 8 7  b u d g e t  f o r  a l l  a g e n c i e s  t o  m e e t  

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

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

c o s t s — b u t  o n e  o f  t h e  t h e  m a j o r  r e a s o n s  f o r  t h e  i n c r e a s e s  w a s  t h e  

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

e x p e n s e s  f o r  t h e  y e a r .

T h e  r e t u r n  t o  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  t o  a l l  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  t o  m e e t  o n g o i n g  o b l i g a t i o n s .

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

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  t h e  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  

t h e  p r o b l e m .



The p i *  c h a r t s  shoun f o r  *aeh f i s c a l  yea r  p r o v i d e  the pe rcentage 
o f  funds expanded f o r  each ma jo r  ca t eg o ry  o f  expense .  The bar 
cha r t  f o r  t he tame year  I d e n t i f i e s  ac t u a l  amounts spent  u l t h l n  the a p p r o p r i a t i o n  f o r  t ha t  ye a r .
You u l l l  no t *  tha t  the 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  co s t s  
remain 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 .
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S H O R T

FALL
H S

P̂AYMENTS!!i|;!ii543X|!j!!|i

F Y 8 6

C O ST  O F  R I S K1 7 .3 0 6
AUTHORIZED BUDGET1 5 .306

The P i e c h a r t s  shown f o r  each f i s c a l  year  p r ov ide  the  percentage 
o f  funds expended f o r  each ma j o r  ca t ego ry  o f  expense .  The bar 
cha r t  f o r  the same yea r  I d e n t i f i e s  ac t ua l  amounts spent w i t h i n  
the a p p r o p r i a t i o n  f o r  t ha t  y e a r .
The s h o r t f a l l  i d e n t i f i e d  in the p ie  i l l u s t r a t e s  the ex t en t  o f  
under f unding f o r  that  year  in compar i son t o t o t a l  a p p r o p r i a t i o n .
C and id l y .  R i sk  Management under es t ima ted  needs f o r  FY85 -----  but
then s u f f e r e d  a l e g i s l a t i v e  r e d uc t i o n  again i n  FY86
You u i l l  not e tha t  the a dm i n i s t r a t i v e  (OPS) and c o n t r a c t u a l  co s t s  
r emain 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 .

C O ST  O F  R I S K  1 6 .6 5 8
AUTHORIZED BUDGET 1 4 .9 3 1

F Y 8 5



F Y 8 4

The pie charts shoun for each f iscal year provide the percentage of funds expended for each major category of expense- The bar chart for the same year identi fies actual amounts spent uithin the appropriation for that year.
The short fa l l  identified in the pie i l l ust rates the extent of under funding for that year in comparison to total appropriation. The short fa l l  obligation uas met by ut i l i zat ion of a "then" avai lable loss reserve fund.
You u i l l  note that the administrative <0PS) and contractual costs remain stable. The premium and loss costs are much more vo la t i l e .
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CHART  I I
COST OF RISK

FISCAL YEAH

C h a r t s  I  a  ,d I I  s h o w  a c t u a l  c o s t  o f  r i s k  v s .  r e q u e s t e d  a n d  
a u t h o r i z e d  b u d g e t s  —  a n d  g r a p h i c a l l y  i l l u s t r a t e s  t h e  s h o r t f a l l  
e a c h  y e a r  d u e  t o  u n d e r f u n d i n g .  A l l  a v a i l a b l e  r e s e r v e  f u n d s  a r e  
n o w  e x h a u s t e d  a n d  t h e r e f o r e  t h e  " c o s t  o f  r i s k "  m u s t  b e  f u n d e d  b y  
c u r r e n t  y e a r  a p p r o p r i a t i o n s  i n  o r d e r  t o  k e e p  c l a i m s  p a y m e n t s  
c u r r e n t .  B o t h  l i a b i l i t y  a w a r d s  a n d  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  
c a r r y  s i g n i f i c a n t  p e n a l t i e s  i f  n o t  p a i d  t i m e l y  o r  w i t h i n  s t a t e  
s t a t u t e s .
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Co op e r s  & L y b r a n d  R e p o r t  -  E x h i b i t  1 - 8  
( a b o v e )

The Combined L i n t s  c h a r t  i l l u s t r a t e s  t h a  d e l a y e d  e f f e c t  o f  
w o r k e r s '  c om pe n sa t i o n  and l i a b i l i t y  l o s s e s  on o u r  c a sh  f l o u  
budget  e s t i m a t e s .  N o 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  FY86 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  ha v e  o c c u r r e d  i n  p r i o r  y e a r s  t h a t  
must  be budge 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 ,  d 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  
w o r k e r s ,  w i dows ,  o r  o t h e r  d e p e n d e n t s  and a r t  p a i d  out  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 ,  i n  t h e  c a s e  o f  
s t a t u t o r y  w o r k e r s '  c o m p e n s a t i o n  p a y o u t  o v e r  a l o ng  p e r i o d  o f  t ime
  o r  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  I n  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 ompan ie s  use 
s t a t u t o r y  r e s e r v i n g  me th od 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 im 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  our  
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  t he  n e ed  f o r  l o ng  
t e rm  p l a n n i n g  t o  f u nd  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 as  ou r  
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 h e  n e ed  f o r  such f u nd i n g  
becomes ev en mo re  c r i t i c a l .
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S T A T E  O F  A L A S K A  C L A I M S  A C T I V I T Y  B Y  F I S C A L  Y E A R
E S T I M A T E D  U L T I M A T E  L O SS, A L L O C A T E D  L O S S  E X P E N S E  & R E S E R V E S

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  for 198 6  

$ 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 n  for 1 9 8 7

E S T I M A T E D  U L T I M A T E  L O S S  A N D  E X P E N S E

* * » * * * * * « « « » « » « » « * « * * » < » * » * * * * » * * » • » » * » « » * « * #  P A Y M E N T S

U 0 R K E R S  C O M P E N S A T I O N TO E S T I M A

R E P O R T E D G E N E R A L  L I A B I L I T Y T O T A L D A T E RESER'
FY C L A I M S A N D  A U T O  L I A B I L I T Y O T H E R  L I N E S (1+2) 9 / 2 5 / 8 5 (3) — (•
»* « « « * « * « « * ftftftftftftftftftftftftftftftftftftft* * * * » « » * * * « » * « * » « * * * « * * * * * * * * * * * * * *»»«*»•

(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 $ 4 3 7

78 1 , 3 5 7 2 , 9 2 4 1 , 0 8 0 4 , 0 0 4 3 . 8 5 5 2 4 7
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

N O T E S :

1. A c t u a r i a l  E x h i b i t  - C o o p e r  & L y b r a n d  - 1 2 / 1 1 / 8 6

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

3. " O t h e 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 ,  M a r i n e  H u l l - F e r r y  

M a r i n e  P r o p e r t y - O t h e r ,  M a r i n e  P & I - F e r r y  E m p l o y e e s  a n d  

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’ 

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 - S t a t e  A d m i n . ,  M a r i n e  P & I 

- O t h e r ,  A i r c r a f t  L i a b i l i t y ,  A u t o  P h y s i c a l  D a m a g e ,  M u s e u m  

F l o n t e r ,  A i r c r a f t  H u l l ,  a n d  D o c k  D a m a g e .

4. N o t e  t h i s  is b a s e d  o n  $ 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 for U o r k e r s’s C o m p e n s a t i o n  a n d  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 F Y 8 6  a n d  

to  $ 5 , 0 0 0 , 0 0 0  in F Y 8 7 .

T h i s  is 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  a n d  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  in f r e q u e n c y  a n d  s e v e r i t y .
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Excerpt fr om  the Alaska Financial Report year ended 
June 30, 1986 pages 36-37:

E. I ns u r a b l e  Loss Payment O b l i g a t i o n :

"The c o s t  of p r e m i u m  a n d  l o s s  p a y m e n t s  a r i s i n g  f r o m  
W o r k e r s 1 Co m pensat io n and Third Party Li ab ility C laims is 
charged against agency ap propriations when payments are 
m a d e  rather than when  the liability is determined. Total 
p a y m e n t s  m a d e  for i n s u r a n c e  p r e m i u m s  and se l f i n s u r e d  
c l a i m s  for F Y 86 a m o u n t e d  to $17,100,000. Th is  a m o u n t  
c o m pa re s  as follows:

T h e  a c t u a r i a l  e s t i m a t e  of t o t a l  o u t s t a n d i n g  l o s s  
liability arising f ro m  self insured claims  made in prior 
y e a r s  t h r o u g h  J u n e  30, 1 9 8 6  is $54,700,000. T h i d  a m o u n t  
c om p a r e s  with the actuarial esti mate for FY85 and FY87 as 
follows:

T h e  p o r t i o n  of 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 required to meet payment obligations each 
y e a r  is 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  to  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 . "

Th 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  
liabilities actuar ia l ly  e s t i m a t e d  at. $64,310,000.

This figure represents the State's self insured losses that have 
already occurred and are either being paid over a period of time 
such as statutorial benefits for Workers' Co mp e ns a ti on  or are in 
varying stages of litigation.

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  of 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% 
es ti m at e d li ab il ity costs.

FY85
FY8 6
FY87

$14,200,000
$17,100,000
$20,900,000 (Projected)

FY85
FY86
FY87

$38,500,000
$54,700,000
$64,310,000

COMMENT:
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Go als and S ervic es  Performed F Y 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  for 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  
primarily for Alaska based contractors.

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  all a g e n c i e s .  W e  are h e r e  to the
agencies in answer  to their insurance needs —  this approach has 
b e e n  v e r y  e f f e c t i v e  and our r a p p o r t  w i t h  m o s t  a g e n c i e s  is 
excellent.

Conv erted the pr im a r y State insurance pr o gr a m to one of p r i ma r y 
and increasing "self-insurance" in order to stabilize and control 
escalating insurance costs.

C la im s  services to e m p l oy e es  and c l a i m an t s continue p ar a mo u nt  and 
on a timely basis.

Cla ims reporting procedures have been revised and dis tr ib uted to 
agencies.

A s s i s t e d  St. Paul 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  for 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  of a lo an  for r e p a i r  of th e ir  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  
insurance funds and ad ju di c at io n  is in progress wit h constructi on  
c o n t r a c t o r s  for r e i m b u r s e m e n t  of our 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 
app ro xi ma tely $600,000 to Ala sk a Power Authority.

Bradl ey Lake Hydro Project insurance r e q ui re m en t s c om pl eted and 
a gr eement reached with contractors.

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  for b o t h  
co nstruction and operational 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  
est ablish ed  with contractors.

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  
insurance costs based on agency exp osures and loss experience.

Provide impr oved accident ex pe r ie n ce  exhibits to agencies along 
with  safety consu lt in g services.

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  use 
a g r e e m e n t s  w i t h  airlines and other tenants.

As sisted the D e p a r t m e n t  of Tr an sp o rt at i on  and Public Facilities 
in revision of their contractual insurance requirements.

Increased Risk M a n a g e m e n t  v is i bi l it y  as an insurance consulting 
resource to all agencies.



A s s i s t e d  A P A  in r e v i s i o n  of 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 eq u irement s to reduce the effect of increased insurance costs in 
electrical rates.

Helped negotiate a simplif ie d insurance p r o g r a m  for protection 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  as 
collateral.



T H E  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  ITS EFFECTS.

Beg inning  late in 1904 the property /c as ualty insurance industry
began to face huge un de rw ri t in g  l o s s e s  whi ch  could no longer 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  
serious financial crisis for many insurance companies.

The result has been a n at io n w i d e  (and worldw ide) 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  
incre ased p r e m i u m  costs all of w hi c h have co ntinued into FY87.

M un i ci p a l i t i e s  and state g o v e r n m e n t s  have been se riously affected 
in this "crunch" because they represent "deep pocket" targets and 
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  has been 
d et e ri o r a t i n g  for m an y  years.

P r e m i u m s  b e i n g  c h a r g e d  the S t a t e  of A l a s k a  for 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  to 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 el a t i o n s h i p  to actual loss ex p er i e n c e  es pe c ia ll y  considering
p r e s e n t  l e v e l s  of S t a t e  se 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  down. 
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  and 
l i m i t s  of li ability restricted.

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  to 
m u n i c i p a l i t i e s  are on a "claims made" basis and exclude medical 
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  cost. T h e  S t a t e  h a s  be en  
able to al leviate at least part of this coverage problem.



S U M M A R Y

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 ee 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 the 
S t a te '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 is c al  i m p a c t  a n d  
retain certain needed and necessary cat astrophe coverages.

For  FY 8 7 our 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  the S t a t e  of 
A l a s k a  se lf  i n s u r a n c e  p r o g r a m  as the p r i m a r y  i n s u r a n c e  for the 
f i r s t  f i v e  m i l l i o n  of l o s s  per 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  as 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  the 
program. Presently the only major excess insurance exclusions are 
di scrimination, pollution and asbestosis and we  provide li mi te d  
coverage for these to the extent of our self insurance levels.

To j m uc h  lesser extent we also increased the levels of retention 
for property, marine, and aviation.

A ll of  the 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  our i n s u r a n c e  
c o v e r a g e s  at 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  and at the s a m e  t i m e  c o n t r o l  c o s t s  to the 
ext ent possible.

Throug h this approach the State now has mu c h impr ov ed  control of 
po li cy  conditions and coverages rather than being at the m e rc y  of 
traditional pr im ar y  insurance markets.

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  
es ta b li s hm en t  of a reasonable Catastro phe Insurance Fund to meet 
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  lo ss  
occur. Creation of such a fund will p e r m i t  the State to continue
to increase self insured levels it will also entice additional
e x c e s s  i n s u r a n c e  m a r k e t s  to our p r o g r a m  and u l t i m a t e l y  r e d u c e  
costs.

The end result should be a flexible insurance pr ogram that will 
a l l o w  the S t a t e  to ta ke  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  available or alternatively to increase retentions wh e n costs 
b e c o m e  unreasonable and not reflective of State experience.

P a g e  24 r e p r e s e n t s  a c o n c e p t u a l  i l l u s t r a t i o n  of t h e  F Y 88  
insurance program.



STATE OF ALASKA RISK FINANCING PROGRAM
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R E Q U E S T :

B i l l  V e r s i o n :  S B  1 5 2  

__________________________ P u b l i s h  D a t e :  ____

STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE

R e v i s i o n  D a t e : ____________________________

T i t l e :  R i s k  M a n a g e m e n t  a n d  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 _______________

S p o n s o r :  R u l e s  b y  R e q u e s t  o f  G o v e r n o r  

R e q u e s t o r :  S e n a t e  S t a t e  A f f a i r s __________

A g e n c y  A f f e c t e d :  D e p a r t m e n t  o f  R e v e n u e  

B R U : T r e a s u r y _______________________________

C o m p o n e n t s

E X P E N D I T U R E S / R E V E N U E S :  ( T h o u s a n d s  o f  D o l l a r s )

O P E R A T I N G

1 F Y  8 7  I F Y  88 I F Y  8 9  1 F Y  9 0  I F Y  9 1  1 F Y  9 2

 I 1_______’
P E R S O N A L  S E R V I C E S

T R A V E L

C O N T R A C T U A L

S U P P L I E S

E Q U I P M E N T

L A N D S  &  S T R U C T U R E S

G R A N T S ,  C L A I M S

M I S C E L L A N E O U S

T O T A L  O P E R A T I N G
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| GENERAL FUND 1 1 - 1 - 1 -  1 - 1 —

| FEDERAL FUNDS 1 1 - 1 - 1 - 1 - 1
| OTHER 1 1 - 1 - 1 - 1 - 1 -

1 TOTAL 1 - 1 - 1 - 1 - 1 - 1 -

POSITIONS:

F U L L - T I M E

P A R T - T I M E

T E M P O R A R Y

A N A L Y S I S : A t t a c h  a  s e p a r a t e  p a g e  f o r  a n a l y s i s .

P r e p a r e d  B y :  M i l t  B a r k e r  

D i v i s i o n :  T r e a s u r y

A p p r o v e d  b y  C o m m i s s i o n e r :

A g e n c y :  D e p a r t m e n t  of R e v e n u e ^ /  /

P h o n e :  4 6 5 - 2 3 5 0
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S T E V E  C O W P E R

G O V E R N O R

February 27, 1987

The Honorable Jan Faiks 
Pr esident of the Senate 
A laska State Le gislature 
P.O. Box V  
Juneau, A K  99811

Dear Senator Faiks:

Under the authority of art. Ill, sec. 18, of the Ala ska C o n­
stitution, I am tr ansmitting a bi l l that provides a statuto­
ry foundation for the state's risk m a n ag e me nt  functions and 
the insurance p r o gr a m that the Departm en t  of A dm inis tr at ion 
a d m i n i s t e r s .

The Depart me nt  of A d m i ni s tr at i on  has provided for the 
state's internal insurance needs through a division  of risk 
m an ag em ent for man y years. This bill does not change that. 
The bill formalises the departme nt 's  responsibilities in 
this regard, and, more importantly, prov id es  statutory stan­
dards for the state insurance program. While the form of 
insurance is committ ed  to the ex pe rtise of  the department, 
the standard est ab li shed by this bill for the state i ns ur­
ance progr am  is to assure adequate coverage to meet, on a 
ca sh-flow basis, all insurable and reasonab ly  foreseeable 
claims or judgments that are due and payable within a fiscal 
year. The bill provides for an annual independent actuarial 
assess ment of the program, and for an annual rep ort to the 
l e g i s l a t u r e .

The bill also establishes a state insurance catastrophe re­
serve account w i t h i n  the general fund w hi c h consists of d i­
rect appr opriations and of amounts al lo cated to the account 
from the appropriations to the various state agencies. 
These allocati ons wo uld come both from appropriations for 
risk manage me n t or in su ra nce-related purposes (e.g., see 
sec. 6 of this session's HB 75) and from appropriations that 
w ould otherwise lapse. Again, this funding m e c h a n i s m  has 
been used for several years. Once funded to a reasonable 
level, not to exceed $5,000,000, the catas trophe reserve 
account wil l enable the state to realize substantial saving 
in the cost of obtaining insurance coverage.

S t a t e  o f  A l a s k a
O F F I C E  O F  T H E  G O V E R N O R

J u n e a u
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Hon. B en  Gr u ss en do rf Fage

One of the mo st  important functions of the divisi on  of rir.]: 
m a na g em e nt  is to provide a cost-effective pro p er t y/ ca s ua l ty  
insurance p r o gr a m for the pr otection o f  state assets, state 
employees, and other operating aspects of state government.

This bill is desi gned to allow the state a flexible p r og r am  
of sel f- in sured retentions (somewhat similar to the d e d u c t­
ible amounts pro vi de d for in personal insurance policies) 
and cat as tr ophe insurance coverage that can be acjustea to 
insurance m ar k et  conditions and remain cost-effective. 
Costs and availab il it y of insurance coverage m a y  va ry  w i d el y  
from ye a r  tc year. Therefore, flexibility is n ec essary to 
take ad va nt age of variances ana ef fectually contro l costs 
and coverage.

The reason for having an insurance catastrophe res er ve  a c­
count above a normal cash flow loss payment budget  is not 
complicated, but deserves explanation. In c re as i ng  the 
state's self-insured retentions also aut om at ically increases 
the state's exposure tc considerable uni nsured di re ct  lore.. 
It is this increase in exposure to direct and immediate u n­
foreseen fina ncial demands that is provi de d for by the a c­
count cstciblished in this bill.

State self-ins ur ed  retentions presently va ry  w i d e l y  by type 
of coverage (i.e., pro pe rt y $500,000; aviation $25C,0CC; 
li ability $5,000,000; marine $100,000), depending on costs 
and experience. The state has experienced v e r y  few losses 
in excess cf $ 1 ,0 0 0 ,0 0 0 , losses under the $ 1 ,0 0 0 , 0 0 0  level 
are m u c h  m o r e  routine and, therefore, mo re  p r ed i ct a bl e from 
an actu arial standpoint. Given the state's experience in 
frequency and. severity of losses over the $ 1 ,0 0 0 , 0 0 0  level 
per o cc ur rence versus the costs of insurance at the 
$1,000,000 to $5,G0C,CQ0 level, it makes fiscal sense to 
es ta bl is h a $5,000,000 retention per occ urrence for all 
types of loss. If risk ma n ag e me nt  could ba se  a c a sh -f lcw 
budget on  a limit of $5,000,000 of loss per occurrence, a 
p re mi um  savings of almost $3,000,000 could be realized .in 
the presen t in surance market. The establishment cf a r e a­
sonable care st ro phe reserve would provide a m e t h o d  of fund­
ing and paying self-insured ? orse.s in excess cf  the 
$1,000, pop fictuaricilly predictable figure. State claims 
hi story would indicate that a $5,000,000 catast ro ph e reserve 
w o u l d  be adequate. Exhau s t io n of the $5,000,000 catastrophe 
account- durir.c any fiscal year would necessit ate legislative 
attention  for additional funding.
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Hon. Ben Grussendorf Fage 3

the
and

This bill provides a solid statutory 
state insurance program, and 
passage of this measure.

fou ndation  ror 
prom ot revi e w



S E N A T E  C O M M I T T E E  R E P O R T

[ ] C o m m i t t e e  B a c k u p  A t t a c h e d

FIRST COMMITTEE OF REFERRAL

Date of S / a s ! f 7  5-DAY NOTICE
IN ACCORDANCE WITH UNIFORM RULE 23

FURTHER: FINANCE
**FISCAL NOTE(S) ATTACHED / **
IN ACCORDANCE WITH AS 24.08.015 
(see below)

DATE TURNED INTO OFFICE_ ^ / i / 7 s r  7
Mr. President:

STATE AFFAIRS Committee considered SB 152

reiat-£ng— to— fe&e state's risk management; and creating a state insurance 
catastrophe reserve account; e f d . .

and recommended:

[ ] replace with

[ ] attached amendment(s) and 

lo pass 

] do not pass 

] no recommendation 

) individual recommendations 

] further referral to

[] same title 
[] new title

] letter of intent adopted and attached

** cal note(s)




