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DATE:
         April 23, 2008

TO:

Agency Directors

FROM:
Scott Harra


Department of Administrative Services
RE:

2009-11 Budgeted Risk Charges


The Department of Administrative Services recently released the price list for the 2009-11 budget development process. It includes budgeted risk charges for state-owned property, tort liability and workers’ compensation. The charges fund the state’s Self-Insurance Fund, administered by the management of the State Services Division. Agency claim payments are the primary cost drivers of each charge. In property, commercial insurance also plays a major role. For tort liability, the department had to revise the price list in light of the “Clarke vs OHSU” decision. Below is more information on a statewide basis by charge.

· Liability – 40% increase. The price list was based on a 1% decrease. DAS modified the price to reflect new actuarial projections and to include the purchase of excess malpractice insurance. In addition, an $18.5 million surcharge was added to all agencies that had losses in the last twenty years. The attachment shows the increase by agency. See the bottom of page 2 for more information.

· Property – 30% increase. The state was hit with commercial insurance premium increases averaging 22% per year from 2002 to 2007. Catastrophic losses, first the 2001 "9/11" terrorist act and then the gulf coast hurricanes of 2005, brought huge increases to large property owners in areas prone to either earthquakes or hurricanes. For the first time, the cost of commercial insurance premiums equaled the cost of the State’s losses in the 2005-07 biennium. In past biennia, charges for property insurance were allocated primarily on losses. A multi-agency task force examining how to best allocate property insurance cost decided to give more weight to the cost of commercial insurance.  This incorporates exposure as well as loss history into the formula for allocating costs.

· Workers’ Compensation – 3% increase. Claim numbers remain stable, but medical costs continue to rise. A SAIF dividend, the first one in 6 years, helped soften the increase by $2.7 million. 

UNDERSTAND YOUR RISK CHARGES

To help you better understand the risk charges, Risk Management prepared the following:

· Risk charge for each coverage. (Shown are your agency’s base period loss amounts with notes on how the charges are determined.) View them at

http://www.oregon.gov/DAS/SSD/Risk/BienniumRiskCharges.shtml.

· Bob Nies and Pat Carrothers, Risk Management-Finance Analysts, will be meeting with key agency staff beginning this month. During two-hour sessions, they will review the development of the charges. Bob and Pat will share background information and trends and respond to agency questions. Participants will learn the basis of the allocation plan, calculate their agency’s own charges, and take with them hard copies of their agency’s loss data. 

Meetings will be held at:

DAS East (General Services Building)

1225 Ferry Street SE

Call Sue Praegitzer at 503-373-1037 to make your reservation or e-mail her at 

Susan.G.Praegitzer@state.or.us .
For questions, contact Pat Carrothers at Pat.Carrothers@state.or.us or call her directly at 503-378-4665. You can reach Bob Nies at 503-378-5521. For purposes of agency internal allocation, electronic copies of loss data are available upon request.

WHAT WE ASK OF YOU

Risk Management relies heavily on a network of agency Safety Advisors and Risk Coordinators appointed by you. They are our first line of information and contact. Through the Agency Loss Information Access System (ALIAS), Risk Coordinators have direct access to tort and property loss data. Safety Advisors have access to workers’ compensation data through SAIF On-line. Your Safety and Risk staff are rich sources of information and advice for your line managers, supervisors and employees. Through them, the state can leverage the relatively few Risk and Safety Consulting staff at the Department of Administrative Services. Your support for their roles and your active leadership assures the state is successful in managing these costs. 

TORT LIABILITY - WHAT WE ARE DOING

The Oregon Tort Claim Act (OTCA) set caps on the amount of damages that could be imposed upon Oregon public entities. On December 28, 2007, the Oregon Supreme Court issued a ruling in Clarke v. OHSU that left the status of the OTCA somewhat in question. 

To mitigate some of the uncertainty arising out the Clarke decision, DAS elected to purchase commercial excess medical malpractice insurance that has a self-insured retention of $1 million. Based on our financial analysis of several strategy options, self-insurance is the most cost-effective course of action to address the state’s other liability risks. DAS will use these two strategies for several years while monitoring claims, litigation and costs.

The increased costs for the 2007-09 biennium is included in the $18.5 million surcharge for the 2009-11 biennium. For 2011-13, DAS plans to engage a group of stakeholders to revise the current liability risk charge methodology, in light of increased costs post Clarke. 
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