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DIVISION OF RISK MANAGEMENT

State of Alaska
Department of Administration



Department of Administration
Division of Risk Management

Introduct ion

The Division of Risk Management administers the State insurance
programs, adjusts claims, retains and analyzes insured loss data
base information for all State agencies and audits State
contracts for insurance requirements. The State property/casualty
program consists of a high level of self insurance combined with
purchase of excess insurance for lunding catastrophe loss. The
Division also acts as an insurance consulting resource for all
State agencies including the Alaska Pouer Authority, Alaska
Railroad and University of Alaska uhen called upon.

During FY 86 standard insurance requirements for State contracts
were reviewed and revised in response to cost availability
problems caused by the recent insurance market crisis

The Division objectives include cost effective insurance
protection, the handling of all claims in a fair and timely
manner, development of effective agency loss exhibits and

thorough contract review.

Risk Management claims caseload during FY 86 was 2214 new cases
plus 1186 active claims from previous years. At the end of FY 86
there were 916 active and continuing cases primarily involving
third party liability and statutory workers' compensation; the
remainder of FY 86 claims were properly settled through
adjustment or adjudication.

Risk Management has a staff of seven full-time positions and s
funded totally through interagency assessments. No general funds
were appropriated for FY 87.

The Division’'s ir. V'"ce program consists of a combination of
Self-Insured Retenti (SIR"s) and excess insurance policies. Ue
actually act in the ¢ «city of an insurance company for all the

State Agencies. The le 1 of self-insurance is dependent upon the
availability and aff* dability of markets for each type of

insurance required, i e., Property, Marine, Aviation, Liability,
etc. The recent insura, ce crisis has dictated a number of changes
in our programs during the last two years. Insurance markets are
only recently beginning to stabilize as respects predictability
and availability , however, the market remains very restrictive
for certain types of insurance such as malpractice, errors and
omissions, police liability, etc. Insurance for discrimination,
pollution, asbestosis, etc, is virtually unavailable, however,
the State risk management program will provide limited response
to certain of these exposures depending on self-insured

[imitations.



STMT OF ALASKA

FV67 PWOPIR1Y/CASUAL TV PROGRAM o
(Includes retention levels (deduct Ibid) and limits)

_TH,v list IS not orlal I«d and does not Include a feu small
policies for special exposures -- lhere are 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
approxtmata ly seventy Insurance companies and various Lloyd's
Syndicates presently represented In the Slate program.

Coverage Self Insured Liability C Property
Ret ent ton Llmit s
PROPERTY ) *500,000 *100,000,000
Oata Processing (tncluded)
Equipment
Museunel(ljgrg%rArts *100,000 Specified Value
(EARTHQUAKE (. FLOOO) 5% - minimum *40.000.000
*750.000
BOILER & MACHINERY *10,000 *10.000.000
CASUALTY (Liability) *5,000.000 *100,000.000
(claims made form,
excludes dtscrim.,
pollution, ashestos,
punt ttve, etc,)
FOREIGN LIAGILITY *1.000,000
WORKERS' COMPENSATION *5.000,000 Statutory
MARINE LIABILITY *100.000 *200,000,000
MAPINE HULL *50,000 Stated values
alpﬁliox *250,000.000
mt
FERRY OOCKS *250.000 Slated values
. .
AVIATION LIABILITY 5,000,000 Limit
airport* *250.000 *200,000,000
aircraft *250,000 *200.000.000
National Guard *100,000 *200,000.000
MULTI-LINE AGGREGATE
Property | Marine) *3.500.000 SIR *5.000.000
Aviation) *1,000.000
EMPLOYEE FIOELITY BONO *250.000 *10,000,000
(Ut alio maintain other
statutory and Public
Official” Bonds)
FOUR OAM POOL *1,000,000 *75,000,000
PROPERTY except quake |
flood
5% - value* at
locatlons
APA BOILER *25.000 *15.000.000

L MACHINERY



Charts. 1 and 11 thou actual cost of risk wvs. requested and
authorised budgets — and ?raphlcally Ulvstratas the shortfall
tach year due fo underfundIng. All "available reserve funds art
now eehuusted and therefore tha "cost of risk" must be funded by
Current ear aeeroprtallons In order to keep claims payments
Current. Both liability awards and workers' compensation payments
c?rtry significant penalties If not paid timely or within ~state
statues.



Th*pi* chart* ahoun for **ch flieil  y*ar provld* q_*rc*ntag* of
fund* *IE*nd«dfor **ch a*gor, c«lexory of «ip*n««. h* h*r “chart
for th* *«acy«*r tdantlfiaa actual aaounta apart wulthln th*
appropriation for that y**r.

th* ahortfall ldantiflad In th* pi*Illualrat** th* *«l*nt of

Tou will not* that th* adajn|dtratlv* 10OPSt and contractual co*ta
r**«in itabla. Th* praalua and loa* coat* ar* auch aor* volatll™*.
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The Combined Lints chart illustrates the delayed effect of
workers' compensation and liability losses on our cash_ flou
budget estimates- Note the graph indicates very little paid out
in FY8 losses in relation to ultimate losses --— but there are
also outstandlr]g claims occurring in prior years that must be
budgeted and paid during the current fiscal year, rtost of these
are ~ workers'  compensation benefits Inv_olvm? disabled uorkers.
widows, or other dependents and are paid out over a period of
man){ P/ears or serious liability cases not yet settled or in
lit1gaf ion.

This delay in final claims settlement or tin the case of
statutory "~ workers' compensation ) payout over a long period of

time -— or delay in loss discovery is referred to in the
insurance business as the '‘claims tall™. Most Insurance companies
use statutory reserving methods to protect their ultimate
estimated lMabilities and include them in their financial
statements.

Since the chart graphically illustrates ultimate payout under our
self insured retentions ‘it also illustrates the need for long
term planning to fund these continuing liabilities and as our
self Insured retentions are increased the need for such funding
becomes even more critical.

U Itim atc



Examples of Risk Management Services

Revised Appendix B insurance requirements for Professional
Services Contracts to minimum levels to ease qualifications
primarily for Alaska based contractors.

Changed Risk Management operational style to establish better
communications uith all agencies. Lie are here to serve the
agencies in answer to their insurance needs — this approach has
been very effective and our rapport uith most agencies s
excel lent.

Converted the primary State insurance program to one of primary
and increasing "self-insurance" in order to stabilize and control
escalating insurance costs.

Claims services to employees and claimants continue paramount and
on a timely basis.

Claims reporting procedures have been revised and distributed to
agencies.

Assisted St. Paullsland to retain federal funds for a docking
facility by timely guarantee of a loanfor repair of their neu
breakwater. The loan has nou been completely repaid through
insurance funds and adjudication is in progress uith construction
contractors for reimbursement of our self-insured retention
($600,000).

Partial completion of Tyee urap-up contract and return of
approximately $600,000 to Alaska Pouer Authority.

Bradley Lake Hydro Project insurance requirements completed and
agreement reached uith contractors.

Red Dog Project insurance agreement uith contractors for Dboth
construction and operational phase.

Spring Creek Correctional Facility Project insurance Program
established wuith contractors.

Equitable distribution to agencies of State property/casualty
insurance costs based on agency exposures and loss experience.

Provide improved accident experience exhibits to agencies along
uith safety consulting services.

Assisted in revision of Anchorage International Airport use
agreements uith airlines and other tenants.



Assisted the Department of Transportation and Public Facilities
in revision of their contractual insurance requirements.

Increased Risk Management visibility as an insurance consulting
resource to all agencies.

Assisted APA in -evision of operator contract insurance
requirements to reduce the effect of increased insurance costs in
electrical rates.

Helped negotiate a simplified insurance program for protection of
State loans involving fishing and other vessels used as
col lateral



THE PRECEDING PACES VWHE TREATED AS
A UNIT'IN THE ORIGINAL FILE.
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STEVE CQWPER
GOVERNOR

S tate o f A 1 a s ica
OFFICE OF THE GOVERNOR
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February 27, 1987

The Honorable Jan Faiks
President of the Senate
Alaska State Legislature
P.0O. Box V

Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. 111, sec. 18, of the Alaska Con—
stitution, 1 am transmitting a bill that provides a statuto—
ry foundation for the state"s risk management functions and
the 1insurance program that the Department of Administration
administers.

The Department of Administration has provided for the

state™s internal insurance needs through a division of risk

management for many years. This bill does not change that.

The bill formalizes the department™s responsibilities 1in

this regard, and, more importantly, provides statutory stan—
dards for the state insurance program. While the form of
insurance is committed to the expertise of the department,

the standard established by this bill for the state insur—
ance program is to assure adequate coverage to meet, on a
cash-flow basis, all 1insurable and reasonably foreseeable

claims or judgments that are due and payable within a fiscal

year. The bill provides for an annual 1independent actuarial

assessment of the program, and for an annual report to the

legislature.

The bill also establishes a state insurance catastrophe re—
serve account within the general fund which consists of di—
rect appropriations and of amounts allocated to the account
from the appropriations to the various state agencies.

These allocations would come both from appropriations for

risk management or insurance-related purposes (e.o., see
sec. 6 of this session®s HB 75) and from appropriations that
would otherwise lapse. Again, this funding mechanism iias
been used tor several years. Once funded to a reasonable

level, not to exceed 15,000,000, the catastrophe reserve
account will enable the state to realize substantial saving
in the cost of obtaining insurance coverage.
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One of the most important functions of the division of risk
management 1is to provide a cost-effective property/casualty
insurance program for the protection cf state assets, state
employees, and other operating aspects .. state government.

This bill 1is designed to allow the state a flexible program
of self-insured retentions (somewhat similar to the deduct—
ible amounts provided for in personal 1insurance policies)

and catastrophe 1insurance coverage that can be acjustea to
insurance market conditions and remain cost-effective.

Costs and availability of insurf:rce coverage may vary widely
from year tc year. Therefore, flexibility is necessary to
take advantage of variances and effectually control co«t?
and coverage.

The reason for having an insurance catastrophe reserve ac—
count above a normal cash ilov; loss payment budget 1is not
complicated, but deserves explanation. Increasing the
state®"s self-insured retentions also automatically increases
the state"s exposure tc considerahie urinsured direct loss.
It is this increase in exposure to direct and immediate un—
foreseen financial demands that 1is provided for by the ac—
count established in this bill.

State self-insured retention:; presently vary widely by type
of coverage (i.e., property :500,000; aviation $25*0,0C0;
liability 55,000,000; marine $100,000), depending cr. cc”ts
and experience. The state has experienced very few losses
ir. excess cf $1,000,000, losses under the $1,000,000 Ilevel
are much more routine and, therefore, more predictable from

an actuarial standpoint. Given tte state®"s experience in
frequency ard reverity of losses over the $1,000,000 Ilevel
per occurrence versus the costs o insurance at the

$1,000,000 to $5,U0C,C00 1level, it makes fiscal sense tc
establish a 55,000,000 vretention per occurrence for all
types of loss. If risk management could base a cash-flcw
budget on u limit ol $5,000,000 of loss per occurrence, a
premium savings of almost $3,000,000 could be realized in
the vrr-scnt insurance market. The ci.tub) iskmert cf a rea—
sonable: catastrophe reserve would provide r method of fund—
ing arx paying self-insured 1lorfor in excess cf the

$1,CP0 ,Pop actuarially predictable figure. State claim.*;
history would indicate that a $5,000,000 catastrophe reserve
would be adequate. Exhaustion of the non,000 catastrophe

account durinc any fiscal year would note.iitate legislative
attention for additional funding.
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This bill provides a solid statutory foundation for the
state insurance program, and /-urce yCPIr prompt review and
passage of this measure.

ive Cowper
Tovernor

>El



STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE

Lav/ Log:  773-87-0019

REQUEST Publish Date:
Revision Date: S<b Agency Affected: Administration
Title: An act relating to State's risk BRU: Risk Management

management, et al.

Sponsor:By the Rules Committee Components: .

Requestor: Governor

EXPENDITURES/REVENUES:  (Thousands of Dollars)

FYy 87 ~TT88 FY 89 FY 90 ~ TV 91 “ry'9g2 "
OPERATING
PERSONAL SERVICES -0- 0 -0- -0- -0- -0-
TRAVEL -0- 0 -0- -0- -0- -0-
OONTRACTUAL -0- 0 -0- -0- (2,%*%00.0) (2,700.0)
SUPPLIES -0- 0 -0- -0- -0- -0-
EQUIPMENT -0- 0 -0- -0- -0- -0-
LAND & STRUCTURES -0- 0 -0- -0- -0- -0-
GRANTS, CLAIMS -0- 0 -0- -0- -0- -0-
MISCELLANEOUS -0- 0- -0- -0- -0- -0-
TOTAL OPERATING -0- 0 -0- -0- (2,**00.0) (2,700.0)
CAPITAL 0 -0- 0 0 -0- -0-
REVENUE -U- 0 -0- 0 -0- -0-
FUNDING:  (Thousands of Dol’ars)
GENERAL FUND -0- -0- -0- -0- -0- -0-
FEDERAL FUNDS -0- -0- -0- -0- -0- -0-
OTHR -0- -0- -0- -0- (2,**00.0) (2,700.0)
TOTAL -0- -0- -0- -0- (2,<*00.0) (2,700.0)
POSITIONS:
FULL-TIME 0 0 -0- 0 0
PART-TIME -0- -0- -0- -0- -0- 0
TEVPORARY -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.

Prepared By: Don m t ¢c h ¢ o ¢ i a Phone *65-2100
Division: Risk Management Date:  February 20, 1907
Approved by Commissioner: Garrey PeskalrnryvAan Date: N A

Agency: Department of Administration

Distribution (bv prrparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) Pev. 9/16/R6
Y01 0= 1 o o B Yo gt = 7Y Y



STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE
Bill Version: SB 152

REQUEST: Publish Date:

Revision Date: Agency Affected: Department of Revenue
Title: Risk Management and Insurance BRU: Treasury

Catastrophe Reserve Account

Sponsor: Rules by Request of Governor Components:.

Requestor: Senate State Affairs

EXPENDITURES/REVENUES: (Thousands of Dollars)
I FY 87 I FY 88 I FY 89 I FY 90 I FY 91 I FY 92

OPERATING

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LANDS & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING

1 CAPITAL 1 - 1 - 1 - 1 - 1 - 1 -
1 REVENUE 1 - 1 - 1 - 1 - 1 - 1

FUNDING: (Thousands of Dollars)
| GENERAL FUND

j FEDERAL FUNDS
j OTHER

I TOTAL
POSITIONS:

| FULL-TIME

j PART-TIME
I TEMPORARY

ANALYSIS: Attach a separate page for analysis.

Prepared By: Milt Barker Phone: 465-2350
Division: Treasury Date: March 26. 1987

Approved by Commissioner: Date: 7
Agency: Department of Revenue 7 /

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page
Senate Secretary
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