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Report of the Joint Subcommittee Studying
Workers’ Compensation Self-Insurance
To
The Governor and the General Assembly of Virginia
Richmeond, Virginia
January, 1984

To: Honorable Charles S. Robb, Governor of Virginia
and
The General Assembly of Virginia

INTRODUCTION

The Joint Subcommittee studying the advisability of state and local governments’ establishing
a self-insurance plan for workers’ compensation insurance was established pursuant to House
Joint Resolution No. 8 of the 1983 General Assembly. The Resolution was introduced since many
people felt that a self<insurance plan could lead to savings in both the state and local
governments’ budgets.

HOUSE JOINT RESOLUTION NO. 8

Establishing a joint subcommittee of members of certain House and Senate Committees to study

the advisability of state and local governments’ establishing a self-insurance plan for
workmen’s compensation insurance.

WHEREAS, during the last ten years there has been a dramatic increase in workmen’s
compensation insurance premiums in the Commonwealth; and

WHEREAS, only approximately five percent of that increase has been attributable to law
changes; and

WHEREAS, at this time there are budget cut-backs due to. the rising costs of goods and
services brought about by high inflation, high interest rates and high cost of money; and

WHEREAS, the citizens look to the state and local governments to cut back on items in their
budgets where unnecessary expenses are involved; and

WHEREAS, one of those unnecessary expenses in the budgets of the state and local
governments may be the contract premiums for workmen’s compensation insurance; and

WHEREAS, one means of providing cost-efficient workmen’s compensation insurance to the
state and local governments would be for them to formulate a plan to establish a self-insurance
plan; now, therefore, bg it

RESOLVED by the House of Delegates, the Senate concurring, That a joint subcommittee be
established to study the advisability of state and local governments’ establishing a self-insurance
plan for workmen’s compensation insurance. The joint subcommittee shall be composed of three
members of the House Committee on Labor and Commerce, three members of the House
Committee on Counties, Cities and Towns, two members of the Senate Committee on Commerce
and Labor. The House members shall be appointed by the Chairmen of the respective
Committees and the Senate members shall be appointed by the Senate Committee on Privileges
and Elections. The joint subcommittee shall complete its work by and make any
recommendations it deems appropriate to the 1984 Session of the General Assembly.

The cost of conducting this study shall not exceed $3,500.
Delegate Joan H. Munford of Blacksburg served as Chairperson of the subcommittee. Other

members of the House of Delegates who served on the subcommittee were Howard E. Copeland
of Virginia Beach, C. Richard Cranwell of Vinton, A. R. Giesen, Jr. of Waynesboro, Nora A.



Squyres of Falls Church, and Warren G. Stambaugh of Arlington.

Senator Virgil H. Goode, Jr. of Rocky Mount served as Vice-Chairperson of the subcommittee.
Other members of the Senate who served on the study group were Elmon T. Gray of Waverly,
Richard J. Holland of Arlington, and Madison E. Marye of Shawsville.

Interested parties who provided information to the subcommittee included: H. Douglas
Hamner, Director of the Department of General Services; Charles F. Scott and Robert B.
Williams of the Office of Risk Management; Wayne F. Anderson, Secretary of Administration and
Finance; Charles Robinson and Bradley Harmes of the Virginia Municipal League Self-Insurance
Association; Thomas Rutherfoord and William Koehler of the Thomas Rutherfoord Insurance
Agency; Wayne Higgins, Vice President for Operations and Finance of Old Dominion University;
Ray C. Hunt, Jr., Vice President, and Ray Haas, Vice President of Administration of the
University of Virginia; James Guerdon, Vice President and Bruce Chase, Treasurer, of Virginia
Commonwealth University; Raymond M. Smoot, Treasurer and Associate Vice President of
Finance of Virginia Polytechnic Institute and State University; Richard L. Miller, Vice President
of Mary Washington College; Lawrence W. Broomall, Jr., Vice President of Business Affairs of
the College of William and Mary; George B. Minter and Jim Harris of the State Department of
Corrections; Lucian Hiner, Chief Deputy Commissioner of the State Industrial Commission; George
Weston of the Virginia Compensation Rating Bureau; Aubrey Baird of the State Department of
Highways and Transportation; the American Insurance Association; William H. Murphy and

Robert W. Esenberg of the State Insurance Advisory Board; and the Travelers Insurance
Company.

C. William Cramme’, III, Senior Attorney and Terry Mapp, Research Associate of the Virginia
Division of Legislative Services served as legal and research staff for the subcommittee. Barbara

Hanback of the House Clerk’s Office provided administrative and clerical staff assistance for the
study group.

WORK OF THE SUBCOMMITTEE

During 1983 the subcommittee held three meetings on May 10, June 27 and September 29. A
fourth meeting was held on January 25, 1984. A meeting of private insurers, the Office of Risk
Management, and certain state agencies was held on November 16 at the request of the joint
subcommittee.

The May 10 meeting, held in Richmond, was organizational in nature. Delegate Joan H.
Munford was elected to chair the committee and Senator Virgil H. Goode, Jr. was elected to act
as Vice-Chairman. During the meeting Mr. Wayne F. Anderson, Secretary of Administration and
Finance, informed the subcommittee that the Office of Risk Management has endeavored to find

the optimal mix of purchased insurance and self-insurance in order to save the Commonwealth
money.

Mr. Charles F. Scott, Director of the Office of Risk Management, provided the subcommittee
with information on Virginia’s workers’ compensation program and issues surrounding
self-insurance. A copy of his report is attached as Appendix 1. He informed the subcommittee
that it takes three to four years in order to make the proper decision as to whether the current
approach or a self-insurance approach should be taken.

During the meeting the Virginia Municipal League Self-Insurance Association presented a
paper on its local workers’ compensation program. After hearing the presentation the
subcommittce determined that the insurance programs of the local governments were
cost-efficient and needed no further discussion. Hereafter the subcommittee concentrated on the
advisability of a self-insurance program for the state government.

The June 27 meeting was held in Charlottesville. At the beginning of the meeting a
representative of the Thomas Rutherfoord Insurance Agency outlined various aspects of workers’
compensation insurance and stated that his company recommends that the subcommittee
consider self-insurance for the State’s workers’ compensation coverage. He explained that the

number of group workers’ compensation self-insurance plans has increased considerably since
they were authorized in 1980.



The subcommittee was informed that the Commonwealth is spending approximately $16
million on workers’ compensation coverage, a type of self-insurance program, and that sixty to
seventy percent of the Commonwealth’s total insurance expenditures is for workers’ compensation
coverage.

During the meeting the subcommittee heard statements from various state agencies and
institutions of higher learning concerning their own and statewide workers’ compensation
programs. Representatives from Old Dominion University, the University of Virginia, Virginia
Commonwealth University, Virginia Polytechnic Institute and State University, Mary Washington
College, and the College of William and Mary stated that they believe a state-wide workers’
compensation program would be beneficial to the Commonwealth for the most part, yet their
principle objection was the cost of participation. Most felt they had cost-effective self-insurance
" approaches. Several representatives noted that, if they were forced to join a state-wide program,
the additional costs of membership would have to be passed on to students unless they received
additional funds from the State to cover the cost of participation.

A representative from Radford University informed the subcommittee that prior to joining
the state program in 1981 they had been self-insured. They have found that participation in the
state plan is much more costly.

The subcommittee learned that some of the smaller units of the Department of Corrections
participate in the state plan, and although the larger would like to participate, it would cost
them much more than what they currently are paying.

The Office of Risk Management provided the subcommittee with a list showing which state
agencies have and which do not have their own workers’ compensation programs. A copy of this
list is attached as Appendix 3.

Prior to the adjournment of the meeting the subcommittee decided to have its staff and the
staff of the Office of Risk Management jointly design a questionnaire to be sent to those
agencies which have their own workers’ compensation programs.

During the September 29 meeting which was held in Blacksburg, Mr. Robert Williams of the
Office of Risk Management went over the questions on and responses to the questionnaire sent
to the agencies which currently do not participate in the state plan. A copy of the questionnaire
and responses thereto appear as Appendix 4 to this report.

Question 1 gave the agencies an opportunity to state that they abide by the provisions of the
Virginia Personnel Act. Question 2, concerning loss payments, required that some background
information be provided to the subcommittee. It was explained that in 1980-81 the state-wide
norm for an average cost per claim was $500 after the first twelve months of the injury and
$1,200 after thirty-six months. The state-wide norm for closing out a claim was within six to
eight years after the injury, costing between $1,200 and $1,500. Responses to the questionnaire
indicated that both the Department of Corrections and the Department of Highways and
Transportation conform to the norm, yet Virginia Commonwealth University and the University
of Virginia do not. Virginia Polytechnic Institute and State University had the lowest frequency
of claims reported per $1,000 of payroll and the College of William and Mary had the highest.
The 1983-84 expected losses by the agencies was approximately $3.8 million whereas the
estimated figure by the Office of Risk Management was $5 million.

Question 3 gave the agencies an opportunity to state that they are in compliance with
certification procedures under the workers’ compensation system. Through the responses to
Questions 4 and 6 the subcommittee learned that either the Attorney General’s Office or in-house
counsel handle the legal defense in cases of contested losses and in subrogation efforts for the
agencies under review.

The subcommittee was informed that through good handling of outside claims investigations
and related expenses, agencies can control the costs of their programs.

The subcommittee learned through the responses to Question 7 concerning medical expense
benefits and accounting procedures for injured employees, that all agencies offer first aid to the
injured and that only two, Virginia Commonwealth University and the University of Virginia,



have their own hospitals. These two institutions are the only ones which have excess insurance

(Question 9). The need for excess insurance and both medical and occupational rehabilitation
(Question 8) was stressed.

It was explained that although it wouid appear that those agencies with the largest payments
of FICA wages, the Department of Highways and Transportation, the University of Virginia, and
Virginia Commonwealth University, would incur the greatest costs of maintaining self-insurance
program, the responses to Question 10 indicated that this is not sc. A possible explanation of this
was that each agency may look at the costs of their programs differently.

Representatives from some of the agencies presented their views to the subcommittee. All
indicated once again that their major objection to joining the state plan is the increased cost.
The University of Virginia and Virginia Polytechnic Institute and State University voiced concern
over being left with the cost of already existing claims if they joined the plan and suggested the
Office of Risk Management develop a program providing for the necessary funding and
administration for a statewide program. The College of William and Mary informed the
subcommittee that although they could not forsee saving money by participating in the state
plan, they anticipated experiencing better administration of the workers’ compensation program.

After hearing testimony from the various agencies, the subcommittee heard from a
representative of the Thomas Rutherfoord Insurance Agency who presented to the subcommittee
a plan and the costs for the self-insured agencies to enter into a group self-insurance program. A
copy of this is attached as Appendix 5. The Department of Corrections was not included in the
Rutherfoord proposal. The subcommittee was informed by the Director of the Department of
General Services that the Office of Risk Management’s program costs to the individual agencies
equal the amount necessary to pay iosses and to pay for the administration of the program and
that Travelers was paid $650,000 last year for administering the state-wide program.

During the meeting, the American Insurance Association presented to the subcommittee a
written statement supporting private insurers as opposed to self-insurers.

The subcommittee decided that a meeting of the Office of Risk Management, private
insurers, and interested parties should be called by the Director of the Department of General
Services to determine the costs for the state agencies to enter the program and to properly
relate and compare information presented to date.

This meeting of the Office of Risk Management, private insurers, and other interested parties
to formulate the most cost-effective method for the agencies to enter the state-wide program was
held on November 16. The minutes of this meeting were provided to the members of the joint
subcommittee by the co-chairman, Messrs. Murphy and Esenberg.

Mr. William H. Murphy and Mr. Robert W. Esenberg, gubernatorialy appointed members of
the State Insurance Advisory Board chaired, the meeting. Mr. Bernard M. Hulcher and Dr.
Clarence R. Jung, Jr., also members of the State Insurance Advisory Board, were present.

Mr. Esenberg informed those present that in his discussion with H. Douglas Hamner,
Director of the Department of General Services, and after being advised of the concerns of the
joint subcommittee, he had devised a list of questions which he felt would assist in the “apples
to apples” comparison and in the development of a common base upon which the comparison
could be made. A copy of these questions and the responses by the Department of General
Services/Office of Risk Management (DGS/ORM) and the Rutherfoord Insurance Agency is
attached as Appendix 6 to this report.

A representative of the Rutherfoord agency reported the reasons behind their refusal to
submit the costs for their program. The representative explained that they felt it would be
improper to release information based on the conclusion of the Blacksburg meeting when his
agency thought it was the intention to develop an “apples to apples” comparison of proposals,
however they would consider submitting their costs if the DGS/ORM did so.

Mr. Esenberg expressed the desire for concrete information and Mr. Murphy noted that a

determination as to the most cost-effective method could not be made unless the actual costs
were known.



The Rutherfoord Agency reported that their plan included an adequate reserve, a factor for
benefit increases, and a guaranteed price. The current plan also included the Department of
Corrections which was not included in their prior proposal. It was explained that their plan was
a normal type of self-insurance scheme whereby the agency would pay its losses up to each
individual loss limit after which the reinsurer would pay the excess for each occurrence as well
as an aggregate stop loss. A predetermined retention had been arrived at by the reinsurer for
each agency and an administrator would handle the claims as one group thus reducing
considerably the overhead of each individual agency handling its own claims and engineering.
Losses, however, would be segregated by agency.

During the meeting, Mr. Esenberg asked general questions of industry professionals in the
interest of all present to give an indication of what certain industry standards might be. An
actuary from Travelers Insurance Company explained loss development and distributed illustrated
materials on the subject. A copy of these materials is attached as Appendix 7 to this report. A
handout indicating state average weekly wage increases since July, 1974 and the Consumer Price
Index for medical care since July, 1978 was also distributed during the meeting. A copy of this
handout is attached as Appendix 8.

The discussion turned to the Rutherfoord’s presentation in Blacksburg and the figure of
$10,878,000 for the required Travelers premium. A representative of the Rutherfoord Agency
explained that the figure was developed using original information obtained in the Charlottesville
meeting and subsequent telephone conversations with state agencies regarding what their
contributions represented. The general consensus was that their contributions represented sixty
percent of standard premiums. The contributions divided by sixty percent determined the
estimated annual premium. The Office of Risk Management noted that the standard Travelers
premium is $12,489,000. A representative from Travelers clarified the “Travelers Required
Premium” as “paid losses (losses with certain limitations) plus expenses.”

Mr. Rutherfoord explained that he was not suggesting that anything be done to the current
program as he felt it was the best program that could be bought. He suggested that the current
program and his proposed program be run in parallel to see which program was the best.

The Industrial Commission presented its position regarding single employers having portions
of their employees covered under different types of programs. They stated that historically there
has not been a problem with state agencies because state law indicates there is a sole. employer.
The Industrial Commission currently views the state agencies as being individual self-insurers.

Representatives of Virginia Commonwealth University, the University of Virginia, the
Department of Corrections, and Virginia Polytechnic Institute and State University reiterated
their concerns which had been presented in prior meetings. These concerns are summarized in a
paper presented by the University of Virginia during the meeting which is attached as Appendix
9.

During the meeting, the DGS/ORM and the Rutherfoord Agency were asked to prepare two
papers - one showing the cost and the methods for determining the cost of the programs and the
other showing the allocation of cost and the opportunities that exist for the reduction of costs by
claims control and safety - so that a comparison of the proposals could be made.

Mr. Charles F. Scott of the DGS/ORM presented background information on the state
insurance program. He explained that in 1980 the program was started with a mandate that in
three years all agencies would be in the program however this has not happened. No precise
loss data was available until recently frcm the Travelers Insurance Company. Once information
was developed on the participating agencies and information provided from agencies outside the
program, DGS/ORM began looking at a paid loss concept. This was DGS/ORM’s ultimate
objective by 1983, however the date was changed to 1986 due to the lack of participation. In
1986 DGS/ORM is mandated to make a decision to continue a paid loss concept or to go into a
self-insurance program. DGS/ORM is trying to arrive at a common denominator to bring all
agencies into the program through the transition period. Mr. Scott proposed to the agencies that
the DGS/ORM charge them to enter into the program July, 1984 a reasonable figure based upon
what their payout was this past year (or the preceding year). If the agencies agree to go on a
pre-funded concept, more money may be needed at a later date. By the agencies entering the
program in July, 1984, the DGS/ORM can make a determination in 1986 if it is financially



prudent to go self-insured or continue on a paid loss concept.

Mr. Rutherfoord was requested to submit his proposal, including cost factors, to Mr.
Esenberg and Mr. Murphy so that an ‘“apples to apples” comparison of the proposals could be
made and presented to the subcommittee. A letter, a copy of which is attached as Appendix 10
to this report, was sent to Mr. Rutherfoord by certified mail requesting the information
necessary to make the comparison. A copy of Messrs. Murphy and Esenberg’s letter and report
concerning workers’ compensation for state agencies is attached as Appendix 11.

Between the November 16 and January 25 meetings, all of the agencies referred to in this

report, except the Department of Highways and Transportation, came under the state program or
committed to come in no later than July 1, 1984.

During the January 25 meeting the joint subcommittee noted that it was pleased that all of
the agencies except one had come under the plan.

SUBCOMMITTEE RECOMMENDATION

In light of the contents of Appendix 1l and the fact that all of the agencies except one have
joined the state program, the joint subcommittee feels that no recommendations are necessary.

The joint subcommittee expresses its appreciation to the Office of Risk
Management/Department of General Services and all others who participated in its study.
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COMMONWEALTH of VIRGINIA

Department of General Services

OFFICE OF RISK MANAGEMENT May 9, 1983 ROOM 117
805 EAST BROAD STREET

RICHMOND. VIRGINIA 23219

(804) 786-5968

TO: Members of the Joint Subcommittee Studying
Self-Insurance for Workers' Compensation - HJR 8

SUBJECT: Commonwealth of Virginia
Workers' Compensation Insurance Program

INTRODUCTION

The tenuous government insurance market is forcing governmmental instrumental-
ities to consider high retentions or self-insurance as an alternative to commercial
placement of Workers' Compensation Insurance Coverage.

Commonwealth management has expressed interest in concern for current costs
in anticipated biennium 1984-86 premium increases. Management reactions are mixed with
respect to a self-insurance approach. Therefore, it becomes necessary to provide the
following information as a background review of our current program.

BACKGROUND

Historically Workers' Compensation lent itself to large retention programs.
This particular field of coverage was more controllable since most activity was on the
premises of the employer. For large employers losses were highly predictable. The
adoption of safety programs to fit the specific need was more readily contemplated and
easier to supervise. Workers' Compensation laws generally provided for self-insurance
programs and a method for operating same.

In the private sector, self-insurance required the establishment of profession-
al risk management departments, with safety management a major consideration as such
professionalism grew, retention increased. The two, self-insurance and risk management
did go hand in hand and this phenomenon is especially true today.

There was a time when governmental bodies were considered excellent insurance
risks. From time to time proposals arise for self-insurance of public entities. Such
proposals are put forward on the proposition that a government administered plan can
eliminate many costs of private insurance, large savings on premiums and at the same
time provide an adequate substitute for the protection against loss afforded by convent-
ional insurance.

That these expectations are illusory is proven by the record of experience
as well as by the test of sound insurance principles. Within recent years we have
experienced a most phenomenal turnabout. It may change again! Insurance is a
phlegmatic, insecure, highly volatile business. We deal with many improbables. With
all care, caution and expertise of risk management, there is the unknown, the unpredict-
able.
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THE SELF-INSURANCE PROGRAM

Since several years are required to build up an adequate self-insurance fund
through in-house premium payments, it is doubtful whether a given fund would ever reach
a point at which it would be safe to reduce payments into the fund. Meanwhile, establish-
ing administration of the fund imposes extra burdens.

It is likely that insurance cost could actually be reduced, since the scope
of our operations would be large enough to realize the competitive economies of private
insurance companies. For comparable services, administrative costs inevitably could
be substantially reduced. 1t is possible savings may not be realized. The contrary
is also possible.

A principle concern to me is inflation. A fiscal year 1982 dollar may be
called to pay a claim with a 1984-85 or 86 dollar depending upon the jurisdiction and
the the court calendar.

Because of the seriousness of embarking on a self-insurance program, it is
imperative that management understands the full impact of such a program. True we have
been self-insuring other areas of insurance within the Commonwealth, however, we must
recognize Workers' Compensation as a distinct program that can suffer adversity.

Self-insurance proposals have been considered at one time or another by most,
if not all of the states. In some states, such proposals have come up repeatedly.
Thus, there is nothing new about self-insurance schemes though proponents may claim

hem with an air of discovery. The Commonwealth has already participated in various

.orms of self-insurance programs in recent years.

Trends in the area of Workers' Compensation in recent years have leaned
towards self-insurance because of social inflation and increased benefits plus a lack
of receptiveness from commercial carriers. Another consideration is the increased
tederal pressure to enact reforms in the compensation area. This can best be
illustrated by the excessive benefit under the Harbor and Long Shore Workers' Act which
scrved as the model for the District of Columbia Program which was recently modified.
While 1 have no intention of discouraging interest in a total self-insurance program,

I do urge extreme care and caution in the light of changing times.

.COMMONWEALTH HISTORICAL BACKGROUND

Prior to Julv 1, 1982 (1980-82) the Commonwealth participated in a Workers'
Compensation Retrospective Rated Program, it was based upon incurred loss bases and
adjusted periodically as provided under the retro premium agreement.

In simple terms this was a program whereby the Commonwealth paid the
insurance carrier a fixed percentage of cost or otherwise known as a cost of doing
business plus incurred losses multiplied by a loss conversion factor, otherwise known
as the cost of payment of claims (times a tax multiplier). The premium was paid up
front for the tetal year through a payment of twelve (12) installments with final
premium subject to payroll audit along with the necessary premium adjustments.

Approximately eighteen (18) months after the expiration of a given years policy a loss
' justment was made and loss dollars were merely transferred back and forth between

.ne carrier and the Commonwealth on an incurred basis. This concept, in my judgment,
works well in the private sector but is not compatible with the governmental budget
process because of time elements involved in the biennium budget approach. It is a

program where premium dollars are paid up front subject to a series of loss adjustments
after expiration. )
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This results in transfers back and forth over a period of years of loss ad-
justment dollars. It works well when a return is received; however, it poses diffi-
culties when an additional premium is due and this additional premium is not provided
for within the framework of the budget.

The Paid Loss Retrospective Rating Plan implemented July 1, 1982 differs in
that we are advancing a pre-negotiated basic premium ratio (cost of doing business)
factor based upon the standard premium, a small loss escrow for payment of losses when
actually paid rather than when incurred. This method improves cash flow through
deferrals. The establishment of the reserve trust allows us to earn interest on
dollars normally advanced to the insurance carrier.

A deferral program, such as the one just described, allows the reserve trust
to earn interest thereby allowing us the opportunity to take care of inflation through
interest earnings. This however was eliminated in the last session of the legislature
when it was determined that all interest earned on the Workers' Compensation trust
would revert back to the General Fund.

The advantage of the Paid Loss (Cash Flow) method is that a normal policy
years loss experience takes about seven (7) to eight (8) years to complete repayment.

YEARS FOLLOWING . PERCENT OF INCURRED LOSS
OCCURRENCE/LOSS ACTUALLY PAID

1 33%

2 307%

3 147

4 7%

5 4%

6 3%

7 3%

8 3%

9 2%

10 1%

METHODS OF FUNDING

There are two sources for payment of self-insured losses; (l) appropriations
from current revenues and (2) a self-insurance fund. The first is totally inappropriate.
It has been proven unsound and is given no consideration today.

The second calls for a reserve fund and should be based upon the experience
as determined and the amount retained. Since our State-wide experience is incomplete
due to many agencies and institutions maintaining a program through current operating
revenues we have no estimates at this time for outstanding liabilities (reserves).
Therefore, a careful analysis of funding must be examined.

LEGISLATIVE BACKGROUND

The Code of Virginia provides under §2.1-526.10:

82.1-526.10. Workmen's Compensation insurance plan for state employees.-A. Subject

to the approval of the Governor, the Department of General Services through its Office

of Risk Management shall establish a workmen's compensation insurance program for all
state employees through a program of self-insurance, purchased insurance or a combination
of self-insurance and purchased insurance that is determined to be the most effective

on a statewide basis. The Office shall determine that such program will be of less

cost to the Commonwealth than the aggreate of individual agency policies.
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B. Any insurance program established pursuant to this section shall provide for
the establishment of a trust fund or contribution to the State Insurance Reserve Trust
Fund for the payment of claims covered under such program. The trust fund shall also
provide for payment of administrative costs, contractual costs, and other necessary
expenses related to the administration of such program.

C. The workmen's compensation insurance program for state employees shall be sub-
mitted for approval prior to implementation.

CONCLUSION

In my judgment, the current Paid Loss Retrospective Rated Program is cost
efficient and will enable us to make a determination whether to continue under the
current approach or become self-insured in 1986-87. This is contingent upon mandating
full participation in the statewide program by all agencies and institutions. Because
of the various approaches to self-insurance utilized by State agencies we have concluded
that a period of three years is required to appropriately track their experience prior
to making a decision to totally self-insure. On the positive side, the current method

is basically a self-insurance approach with an insurance carrier administering the
claims and fronting the required reserves for us.

Respectively submjtte
harles F. Gcott .
Director of Risk Management

CFS:dar



VIRGINIA MU | —
SELF INSURANCE ASSOCIATION

Jes A. Robinson, Jr. P.0.Box 753 Richmond, Virginia 23206 804/649-8471

lley K. Harmes
linistrator

April 26, 1983
C. William Cramme, III
Senior Attorney
Division of Legislative Serv1ces
General Assembly Building
P.O. Box 3 AG
" Richmond, Virginia 23208

Dear Mr. Cramme:

Thank you for 1nform1ng me of the May 10 meeting of the HJR 8 study
committee on self insurance for worker's compensation. The purpose of
this letter is to provide some background information on the Virginia
Municipal Group Self Insurance program which provides worker's
compensation coverage for political subdivisons in Virginia. The
VMGSIA was organized by the Virginia Municipal League and began
operation on July 1, 1980. It was the first group licensed by the
State Bureau of Insurance under Regulation 16. This regulation was
promulgated in accordance with Code of Virginia Section 65.1-104.2.

Our group began with 10 local government members with approximately
$750,000 in annual premium and has grown to almost 150 members with
$5,000,000 in annual premium. I understand that 20 groups have now
been formed in the State representing approximately 1000 employers.
The VMGSIA is both the oldest and the largest in premium volume,
although others have more individual members. VMGSIA members include
cities, towns, counties, school boards and special authorities.

Dividends

A major motivation in forming group self insurance associations is the
potential for cost savings and better service. After our first year of
operation a dividend of approximately 21% was approved and distributed
to the membership. Since dividends are determined based on individual
member's loss experience, some members received more than and some less
than this average amount. For the second year, a dividend of
approximately 33% has been declared by the Members' Supervisory Board
and is currently under review by the State Bureau of Insurance for
approval before distribution. These dividends include the return of
all investment income to the participating members. This is a
significant difference from traditional insurance, since investment
income is a major portion of insurance company profit.

Qerviced hv Hall Risk Management Services. Inc.
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VIRGINIA M
SELF INSURANCE ASSOCIATION

Charles A. Robinson, Jr. P.O.Box 753 Richmond, Virginia 23206 804/649-8471

Chairman

Bradiey K. Harmes
Administrator

) ) April 26, 1983
C. William Cramme, III

Senior Attorney

Division of Legislative Services
General Assembly Building

P.0. Box 3 AG

Richmond, Virginia 23208

Dear Mr. Cramme:

Thark you for informing me of the May 10 meeting of the HJR 8 study

committee on self insurance for worker's compensation. The purpose of
this letter is to provide some background information on the Virginia
Municipal Group Self Insurance program which provides worker's
compensation coverage for political subdivisons in Virginia. The
VMGSIA was organized by the Virginia Municipal League and began
operation on July 1, 1980. It was the first group licensed by the
State Bureau of Insurance under Regulation 16. This regulation was
promulgated in accordance with Code of Virginia Section 65.1-104.2.

Our group began with 10 local government members with approximately
$750,000 in annual premium and has grown to almost 150 members with
$5,000,000 in annual premium. I understand that 20 groups have now
been formed in the State representing approximately 1000 employers.
The VMGSIA is both the oldest and the largest in premium volume,
although others have more individual members. VMGSIA members include
cities, towns, counties, school boards and special authorities.

Dividends

A major motivation in forming group self insurance associations is the
potential for cost savings and better service. After our first year of
operation a dividend of approximately 21% was approved and distributed
to the membership. Since dividends are determined based on individual
member's loss experience, some members received more than and some less
than this average amount. For the second year, a dividend of
approximately 33% has been declared by the Members' Supervisory Board
and is currently under review by the State Bureau of Insurance for
approval before distribution. These dividends include the return of
all investment income to the participating members. This is a
significant difference from traditional insurance, since investment
income is a major portion of insurance company profit.

Serviced by Hail Risk Management Services, Inc.
Suite 130, Jefferson Building, 8100 Three Chopt Road, Richmond, Virginia 23288
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Services

We feel that the VMGSIA is providing a higher level of service for most
local governments than had previously been the case under traditional
insurance. This is particularly true for smaller jurisdictions. Our
service company provides monthly computer runs for losses for each
member in addition to providing semi~annual safety inspections. A
qguarterly newsletter is published by the VMGSIA staff and perhaps most
importantly safety seminars are provided for the membership. We
attempt to focus our safety training on the unigque needs of 1local
government, something which large insurance companies are not generally
inclined to do. We offer the training on a regional basis throughout
the state at no cost to the members. Another service is working
closely with the members in handling the claims for their employees to
promptly pay legitimate claims and to thoroughly examine guestionable
claims. We also work with both employee and employer to establish
light duty work assignments for injured employees where appropriate to
get the worker back on the job as soon as practical.

Pricing

Premiums for members in the VMGSIA are determined in accordance with
the State Bureau of Insurance regulation. Essentially, premiums are
calculated on the same basis as a mutual or nonstock insurance company.
Manual premiums are calculated based on payrolls and rates for each
classification. An experience modification factor is incorporated to
adjust the premium based on the employer's loss history. A nonstock
discount of from 0% to 4% is applied. Also, other standard insurance
industry charges, such as expense constants and loss constants, are
used as appropriate, just as an insurance company would. Even though
-our initial pricing is just like an insurance company, it is important
to remember that a group self insurance association is NOT an insurance
company. The return of dividends including investment income is a
major difference. . Also, no insurance agent commissions are paid and no
insurance company profit is retained. The intent of these groups is to
provide the advantages of self insurance that large employers have
enjoyed for many years to smaller employers who can only afford to do
SO on a group basis.
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Fees

As of July 1, 1982 the administrative cost of the VMGSIA has been
reduced to 20% of premium, leaving 80% of premium dollars available to
pay claims. During the first two years of the program the
administrative cost was 26% of premium. Lower excess insurance cost
was the major element of this reduction. Administrative costs include
the fee for the excess insurance, the fee for our service company, the
fee to the Virginia Municipal League to cover staff time, an amount for
professional fees for legal and accounting services, and an amount for
safety training and loss prevention activities. The 80% claims fund is
used to pay claims and any funds remaining in that account are
available for dividends. If losses exceed the 80% claims fund, excess
insurance is available to pay the claims.

Excess Insurance

The Association retains the first $175,000 of each loss on a per
occurrence basis. This coverage is written to provide full statutory
benefits beyond the Association's retention, meaning that the most the
group would ever have to pay on any one specific occurrence would be
$175,000. Furthermore, $5,000,000 worth of aggregate excess insurance
is held by the Association should the 80% claims fund ever be
exhausted. The chances of this are extremely remote but snould such a
catastrophy occur, the Association would have ample time to make

provisions for payment of claims since these claims can take ten years
or more to be paid out.

Regulation

The program is closely regulated by the State Bureau of Insurance in
keeping with the Code of Virginia and the regulations of the State
Corporation Commission. As with any new endeavor there have been ups
and downs as both the regulator and the regulated seek to define
objectives and expectations. The purpose of regulation is to assure
the solvency of the fund and to be certain that no injured employee
goes uncompensated due to a lack of funds. The Bureau has been quite
diligent in this area. While I have sensed frustration on behalf of
both the regulator and the regulated, it appears that some of the
uncertainty and newness is disappearing. I understand that a revision
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of Regulation 16 is contemplated in the coming months and that the
Bureau is also considering the adoption of a customized reporting form
for groups which would alleviate the current burden of having each
group complete an annual insurance company convention statement.

The prospect of such adjustments at the Bureau of Insurance based on
approximately two and a half years of experience is most encouraging.

M;ﬁgpwﬁxposures

I would be remiss if I did not bring to the attention of you and the
study committee members the tremendous exposure that exists for 1local
governments under the heart/lung act for police and fire personnel.
This exposure exists for self insureds, group self insureds and
traditionally insureds and all feel the impact of its high cost. As
you probably know, this act grants benefits to any police officer

with heart disease or any fire fighter with heart or lung disease based
on the presumption that the occupational disease occurred on the job.
This can only be rebutted by a preponderance of medical evidence which
as you can imagine is virtually impossible to generate. Since
hypertension (high blood pressure) is an eligible disability, we can
see upwards of one third of all public safety personnel being eligibl
for benefits which can exceed $150,000 per claim. No other class of
employee is granted such an extraordinary benefit based on job stress.
Quite frankly, we see this as an unfunded mandate of the state upon
local governments. With virtually all large jurisdictions self insured
and a sizeable number in the VMGSIA, it cannot be said that insurance
companies are picking up the cost. These cost are coming directly out
of local taxpayer dollars. If the legislature believes this benefit
should be continued, we strongly recommend that it be shifted to
retirement disability or that the state establish a special fund to
cover these benefits. It is improper to include these benefits in the
Workmen's Compensation Act.

Conclusion

With most of the larger localities self insured, we anticipate the
VMGSIA will eventually exceed 200 small to medium size political
subdivision members and plateau with a premium base of approximately
$10,000,000, leaving approximately 20% of local government worker's
compensation premiums with local insurance agents. This trend toward
self insurance 1is certainly a very cost effective arrangement. I hope
you have found this overview to be helpful and I would be glad to
provide any additional information you might desire.

Sincerely,

Sy K. Henr—

Bradley K. Harmes
Administrator

BKH/idi



Agency Code APPENDIX 3 Workers' Compensation Prograr

100 enate No v
101 House of Delegates Yes
107 Division of Legislative Services Yes
109 Legislative Automated Systems Yes
110 Joint Legislative Audit & Review Commission Yes
111/103 Virginia Supreme Court - Magistrates System Yes
111/111 Supreme Court of Virginia Yes
111/112 Judicial Inquiry & Review Commission Yes
111/113 Circuit Courts Yes
111/114 General District Courts Yes
111/115 Juvenile & Domestic Relations Yes
111/116 Combined District Courts Yes
117 Virginia State Bar Yes
119 Office of the Lieutenant Governor Yes
121 Governor's Office/Governor's Mansion Yes
122 Department of Planning & Budget Yes
123 Department of Military Affairs Yes
126 Department of Telecommunications Yes
127 Department of Emergency & Energy Services Yes
128 Division of Industrial Development Yes
129 Department of Personnel & Training Yes
132 State Board of Elections Yes
133 Auditor of Public Accounts Yes
135 Department of Computer Services Yes
137 Department of Management Analysis and Yes
System Development
140 Department of Criminal Justices Services Yes
141 Office of Attormey General Yes
142 'Virginia State Crime Commission Yes
144 Division of War Veterans Claims Yes
146 Science Museum of Virginia Yes
148 Virginia Commission for the Arts Yes
149 __ Department of Transportation Safety Yes
151 Department of Accounts Yes
152 Department of Treasury Yes
'154 Division of Motor Vehicles Yes
156 Department of State Police Yes
157 Compensation Board Yes

158 Virginia Supplemental Retirement System Yes



Agency Code Agency Workers' Compensation Program

720/725 Northern Virginia Training Center Yes
720/726 Southside Virginia Training Center Yes
720/727 Virginia Treatment Center for Children Yes
720/728 Northern Virginia Mental Health Institute Yes
720/729 Piedmont Geriatric Hospital. Yes
720/738 Southwestern Virginia Training Center Yes
720/739 Southern Virginia Mental Health Institute Yes
720/746 Southside Mental Health & Mental Retardation Yes
Support Unit
720/748 Hiram W. Davis Medical Center Yes
750 Rehabilitative School Authority Yes
751 Virginia Council for Deaf Yes
765 Department of Social Services Yes
835 Council on the Environment Yes
840 Virginia Housing Study Commission Yes
841 Department of Aviation Yes
848 Public Defender Commission Yes
916 Governor's Employment & Training Council Yes
957 Commonwealth Attorney's Service & Training Council Yes
960 Office of Fire Service Programs Yes
961 Division of Capitol Police Yes
962 Office of Employee Relations Counselors Yes
964 Virginia Health Services Cost Review Commission Yes
966 Marine Products Commission: Yes
967 Division of Volunteerism Yes
968 Commission of Local Government Yes

999 Department of Alcoholic Beverage Control Yes



Agency Code Agency Workers' Compensation Program

262 Department of Rehabilitative Services | Yes
262/203 Woodrow Wilson Rehabilitation Center Yes
263 Virginia Rehabilitative GCenter for Blind- Yes
270 State Education Assistance Authority Yes
301 Department of Agriculture & Consumer Services Yes
305 State Milk Commission Yes
306 Virginia Soil & Water Conservation Commission Yes
308 Virginia State Apple Commission Yes
401 Department of Conservation & Economic Development Yes
401/404 Division of Forestry Yes
401/405 Division of Mineral Resources Yes
401/406 Division of Litter Control Yes
401/418 Division of Parks Yes
401/419 Virginia State Travel Service Yes
401/421 Division of Mined Land Reclamation Yes
402 Marine Resources Commission Yes
403 Commission of Game & Inland Fisheries Yes
407 Virginia Port Authority Yes
414 State Water Control Board Yes
417 Gunston Hall Yes
422 State Air Pollution Control Board Yes
425 Jamestown-Yorktown Foundation Yes
436 Virginia Historic Landmarks Commission Yes
437 Commission of Outdoor Recreation Yes
501 Department of Highways & Transpor tation No Vv
601 Department of Health Yes
701 Department of Corrections Yes
701 Department of Corrections (Adult Facilities) No /
702 Virginia Commission for Visually Handicapped Yes
720 Department of Mental Health & Mental Retardation Yes
720/703 Central State Hospital Yes
720/704 Eastern State Hospital Yes
720/705 Southwestern State Hospital Yes
720/706 Western State Hospital Yes
20/707 Lynchburg Training School & Hospital. Yes
720/708 DeJarnette Center for Human Development Yes
720/723 Southeastern Virginia Training Center Yes

720/724 Catawba Hospital Yes



Agency

Workers' Compensation_Program

261

261/275
261/276
'261/277
261/278
261/279
261/280
261/282
261/283
261/284
261/285
261/286
261/287
261/288
261/290
261/291
261/292
261/293
261/294
261/295
261/296
261/297
261/298
261/299

Radford University

Virginia School for Deaf/Blind
Virginia School at Hampton

0l1ld Dominion University

Department of Commerce

Department of Health Regulatory Boards
State Office of Minority Business

State Board of Bar Examiners

Virginia Commonwealth University/Hospital

Virginia Museum of Fine Arts

Richard Bland College

Christopher Newport College

State Council of Higher Education
‘George Mason University

Department of Community Colleges .
Community College - Special Training
New River Community College
Southside Virginia Community College
Paul D. Camp Community College
Rappahannock Community College
Danville Community College

Northern Virginia Community College
Piedmont Virginia Community College
J. Sargeant Reynolds Community College
Eastern Shore Community College
Patrick Henry Community College
Virginia Western Community College
Dabney S. Lancaster Community College
Wytheville Community College

John Tyler Community College

Blue Ridge Community College

Central Virginia Community College
Thomas Nelson Community College
Southwest Virginia Community College
Tidewater Community College

Virginia Highlands Community College
Germanné Community College

Lord Fairfax Community College

Mountain Empire Community College

Yes
Yes
Yes
No v
Yes
Yes
Yes
Yes
No v
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

Yes



Agency Code Agency Workers' Compensation Program

161 Department of Taxation ' Yes

163 Department for the Aging Yes

165 Office of Housing & Community Development Yes

166 Secretary of the Commonwealth Yes

171 State Corporation Commission Yes

181 Department of Labor & Industry Yes

182 Virginia Employment Commission Yes
VEC Summer Youth Yes
VEC National Youth Yes

183 Secretary of Administration & Finance Yes

184 Secretary of Commerce & Resources Yes

185 Secretary of Education Yes

186 Secretary of Transportation Yes

187 Secretary of Public Safety Yes

188 Secretary of Human Resources Yes

191 Industrial Commission of Virginia Yes

194 Department of General Services Yes

194 /160 Division of Purchases & Supply Yes

1194 /602 Consolidated Laboratory Services Yes

198 Virginia Division for Children Yes

201 State Department of Education Yes

202 Virginia State Library Yes

204 College of William & Mary No /

204/265 Virginia Associated Research Campus Yes

204/265 Virginia Assoicated Research Campus Yes

Space Radiation Effects Laboratory

204 /268 Virginia Institute of Marine Science Yes

207 University of Virginia No v

207 /246 Clinch Valley College No V

207/603 Blue Ridge Sanitorium No

508 Virginia Polytechnic Institute & State University No

210 Virginia Truck & Ornamental Research Station Yes

211 Virginia Military Institute Yes

211-A "'New Market Battlefield Park Yes

212 Virginia State University Yes

13 Norfolk State University Yes
214 Longwood College Yés
215 Mary Washington College No

\X

215/220 Melchers - Monroe Memorials No

216 James Madison University Ve~



T1QUESTION
APPENDIX 4

Question 1

Are all provisions of the Virginia Personnel Act as it
relates to worker's compensation benefits and annual leave

being complied with?

Agency/institution Response
Department of Corrections Yes

Department of Highways and

Transportation Yes
Mary Washington College Yes
Old Dominion University
University of Virginia includes

Clinch Valley College, Blue Ridge

Hospital and UVA Continuing Education Yes
Virginia Commonwealth University Yes
Virginia Polytechnic Institute

and State University Yes

College of William and Mary Yes



Question 2

Please provide your loss payments by policy year back to
1978 and provide estimates of the total liabilities incurred
by policy year.

Each agency or institution was provided an attachment A
to complete and return in order to respond to this item.

Those responses are attached to this sheet.



VA. DEPARIMENT OF CORRECTIONS
SUMMARY
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i * Incurred Losses
By Policy Year
::;A-(‘.'.. . 55
e ..Po;lcy Year Paid Open Total Incurred :3,’ :
- 11978-79 Dollars 364 -445.67

~ *Number of Claims
Dollars

]

,;;;f Number{of Claims

Wages -
Medical '
3~ Expense

f?Tbtal_gﬂf;&f

238,026.38

554 925 95

| 431
359,965.67

233,794.60

L8533 |
273,119.24

285,449.5

335 277 A5

4,610.91

—360.957. 1
60,000. G

" 1-613.007.80

;1_5.
706,406.7

.; Number ‘of . Claims . A i% T Gi(}”. e
covages o o res aee 13 230,420,207
' * Medical -~ ™ ' 230,258,16 28.845, S ji”‘
zﬁxPense L - 1,976.34) . .i.
N - : 428,620.63| _ 259,266.41 -
"} S'Vumber of Clalms : 866 o R DR Bt

;;;lﬁﬁ.ﬁlﬁ.l

Wages g -149,280-21 g ;
" Medieal i ¥ ¢ 1125815.87 |7 24,194.023
" Expense 7 S IPRITRE
i Total W 277,845.27] .
Number of Claims 850 1 3 368 368. 40 -

SR TR

See 1nd1v1dua] 1nst1tut10nal 1ncurred losses by p011cy year responsesxyq “
L, ~‘for figures which will reflect a balance:
Lot 1osses, Paid, Oven, Total Incurred.
for al] Adu]t Institutions.

F1aures

for the followina incurred--
above reflect reoorted data'
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ATTACHVENT A

Policy Year

VIRGINIA DEPARIMENT OF HIGHWAYS AND TRANSFORTATION

~Incurred Losses
By Policy Year

Paid Open Total Incﬁr
1978-79 , Dollars 7
. ¥Number of Claims
1979-80 Dollars
¥Number of Claims
1980-81  Wages - 1422,383.99 342,6U47.57 _ |
¢ Medical . 454, 553.71 132,200.00 |  1,352,685.274
| Expense . ¥ 1,000.00 -0 - less subrogatior
Total 877,937.70 474, 74757 1,3&33%}13%
*Number of Claims 1,541 | o
1981-82  Vages 445,721,52 376,659.08 :
Medical 682,232.39 219,999.00 1,726,611.99
Expense %% 2,000.00 -0- less f‘;fg‘;?gm
Total 1,129,953.91 596,658.08 1,709,672.76
¥Number of Claims 1,399 |
1982-83  Wages 181,692.86 252,114.06
Medical 434,086.21 126,870.00 996,763.13 |
Expense ¥ 2,000.00 -0~ no subrogation
Total 617,779.07 378,984.06 996,763.13
¥Number of Claims 1,185 |

)

-. *Nﬁmber of Claims means numbef of First Reports of Injury Farms, whether anything
" was paid or not.

¥¥Funeral Expenses
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Incurred Losses

/ey

By Policy Year
1]

§$;%cy Yeai Paid Open Total Incurred.ﬁ;f
1978-79 " Dollars . $31,949 ($20,000) '$11,949 * AR
*Number of Claims 62
1979-80 . Dollars 15,747 0] 15,742
C Number of Claims 55
1980-81 ;.  Wages 3,958 0
" Medical "5,947 0
, . Expense 4,314 -0 ' S
o Total. 0 TETTT[M1a,210 0 14,219
_ . Number of Claims 58
- '1981-82 ... Wages 8,658 0
. Medical - 13,780 0
AR Expense ":.. 5,913 0 B
ﬁbtal;w S 28,351 0 28,351
P o Number of Claims . 71 -
1982-83 - Wages - "l 3,648
- " Medical . 8,411 1,000 ‘
. " Expense ' 6,400 0
Total 18,459 1,000 19,459
. Number of Claims 68 ~

* $30,000 has already besn recovered from third party - an addltlonal $20,000 is
antzcxoated.

T iar e e e

*Number of Claims _means number of First Reports of Injury Forms, whether anyching
was paid or not.
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Incurred Losses
By Policy Year

_'Policy Year - = Paid Open Total Incurred. |3

"' 1978-79 . Dollars | 28487 _—o = 28 187 s
o *Number of Claims ‘ 107 ' - B
- 1979-80 ~  Dollars boEST | _—o - Lo b
S Number of Claims 74 '

., 1980-81  Wages | F270 | _—0-__

viw

B . Medical - ' Lz MBS | —e = o
S ' :’;' Expense - Administrative /132 —_—0 - I .';1.-7.’"',f.f: N
Total * - : _Zé_&&f - =
." Number of Claims 83
% 1981-82 . Wages | 2992 —o -
‘ ' .. . Medical . , , _L,Z_XZZ_ —e - g
'T‘:f:-'._.'AExPense Adnx_inistrative ' % 'gz_i  —o - I‘*.;
ig o - Total . = . , o\ 2298 | —e -
.*- SRR “Number of Claims . g 70 R » '.:-':};; T N Che
‘ 1982-83 Wages | , é ﬁé —o = : ) B i
R i Medical M C—a— iR

Expense-Administrative LETY| —e — ' -

4 P .
Total : '_Z_a: 27| —o — 2852 7
_Number of Claims o Zo S

aa

R R TN i "

N TR O x i 175 2

-

RERE TR R ¥ AT

yei+ *Number of Claims means number of First Reports of Injury Forms, whether anyth:lng;,‘f‘;7;’;;,j
was paid or not. . Ll e

.--:,r

- .
bJ

*.Wages include time away frm work as required by the wOrke_r's Comper}fg‘s_ion'-:
"#2% Act and Rule 10.5 of the Virginia Personnel Act. S

S




Policy Year

1978-79

'1979-80

1980-81

1981-82

1982-83

*Number of Claims means number of First Reports of Injury Forms, whether anythlng T

L/Zn//rﬁfltﬁlﬁéy

Dollars

‘*Number-of Claims

Dollars

Number of Claims
Wages

Medical

'> Expense

Total

Number of Claims
Wages

Medical

Expense

Total

Number of Claims
Wages

Medical

Expense

Total

Number of Claims

was paid or not.

**]t was agreed with the kncwledge of Mr. Williams of the Department of State Risk

e //‘4? P

Incurred Losses
By Policy Year

V%) s RN

Paid Open Total Incurred
R .
$149.413.00] $ 14,742.00| $164,155.00
11639 .
229,198.00f 110,052.94 339,250.94
1651
120,966.46] 159.474.28
47.654.55 22,441.00
1,450.00 2,850.0Q -
$170.071.01 184,765.28 604, 836.29(include
" Lees 250,00 maximudéh
69.508.67 138,532.30
42.684.72  46,610.0(
1.850.00 5,200.00 "
$113.043 .39 _190,342.30_ 303,385.69
| 1863 | )
22.420.11 _ 224,318.9] *
39.643.71  48,348.61
0000.04 6,450.00
62.063.881 279,117.56 | 341,181.44
ilieie | .

Management that the '78-'79 and '79-'80 figures would include the paid out costs:

previously submitted to the Committee plus amy "open" incurred costs noted from i
uhe case review of all claims.

Addendum The total dollars for these years (1978-1980) includes the excess

liability insurance premium and the self-insured tax.

These’ figures include all agencies which are part of the University

of Virginia.

Clinch Valley College, University of Virginia Hospital,

Blue Ridge Hospital, University of Virginia and Continuing Education.

-

iabil:



Fiscal Year

1977 - 78
19728 ~ 79
1979 - 80
1980 - 81
1981 - 82
Total

KS/ig
6/16/83

Number of Claims

Minor Major Total
1354 55 1409
1579 60 1639
1571 80 1651
1768 100 1868
1193 10 1863
8065 365 430

I
!
|

Universlty of Virginta, -3;
[ 'Lﬁiin\*—" 2
- Workmen s Coupensation b

“s.

Claias and Cost Experience

Costs

Compensation Total Self Insucecs Grand

Eatitlecents Medical Comp & Medical Insurance Tax - Total
$47,182 §22,614 $70,396 §30,410 $3,1% $103,943
$63,563 57,770 121,333 25,415 2,665 149,413
111,447 71,151 182,598 40,348 6,252 229,198
154,318 123,082 277,400 66,652 11,774 355,826
176,612 206,526 383,138 62,131 26,669 471,738
$553,722 §481, 143 $1,034,865 $224,956 $50,297 $1,310,118




Policy Year

1978-79

1979-80

1980-81

1981-82

1982-83

VIRGINIA COMMONWEALTH UNIVERS11Y

Dollars

*Number of Claims
Dollars

Number of Claims
Wages

Medical

Expense

Total

Number of Claims
Wages

Medical

Expense

Total

Number of Claims
Wages

Medical

Expense

Total

Number of Claims .

Incurred Losses
By Policy Year

Paid Open Total Incurred
$ 84.224 | _$ 25,467 $109,691
1,039
$225,485 | $159,726 $385,211
| 1,289
$124,150 | $ 64,896
96,105 34,122
B 1,500
$220,255 | $100,518 $320,773
1,628
$ 83,7281 $ 72,826
64,472 43,205 il
- , 1,500
$148,200 | $117,531 $265,731
1,481
$110,377 | $217,843
107,081 145,955
- 4,000
$217,458| $367,798 $585,256
| 1,405

*Number of Claims means number of First Reports of Injury Forms, whether anything
was paid or not.




Policy Year

1978-79

1979-80

1980-81

1981-82

1982-83

VAT S e

Dollars

*Number of Claims
Dollars

Number of Claims
Wages

Medical

Expense

Total

Number of Claims
Wages

Medical

Expense

Toéal

Number of Claims
Wages

Medical

Expense

Total

Number of Claims

Incurred Losses
By Policy Year

*Number of Claims means number of First Reports of Injury Forms, whether anything
was paid or not.

Paid Open Total Incurred
-283,864 175,514 459,378
314 ’
309,778 42,314 352,092
337
167,553 300,638
98,491 5,000
500 -
266,544 305,638 572,182
441 _
148,125 376,619
103,690 10,000 E
251,815 386,619 638,434
447
48,917 75,227
72,538 7,500
121,455 82,727 204,182
411




olicy Year

1978-79
1979-80

1980-81

1981-82

1982-83

B Vv, A e
-— T 7
#

Dollars

*Number of Claims
Dollars

Number of Claims
Wages

Medical

** Expense

Total :
Number of Claims
Wages

Medical

%% Expense

Total

Number of Claims -

Wages
Medical

*%x Expense

Total

Number of Claims

Number of Claims means number
was paid or not.

LY
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Incurred Losses
By Policy Year

Paid

13,820.37

- Open

27,589.08

Total Incurred

41,409.45

123.
28,740.51

23,669.32

52,409.83

137
20,207.22

18,903.90

1,433.01

40,544.13
195
8,975.67

19,749.56 |

60,293.69

10,648.38

1,583.73

21,207.78

15,829.80

37,037.58

197
13,817.62

14,811.39

1,596.16

30,225.17

58,990.36

89,215.53

155.

of First Reports of Injury Forms, whether anything

Includes only salaries of individuals whose time was allocated to handling
Workmen's Compensation.

Open=Awards outstanding




Question 3

Is a certificate of compliance as a self-insurer on file

with the Industrial Commission for your agency?

Agency/institution Response
Department of Corrections Yes

Department of Highways and

Transportation Yes
Mary Washington College Yes
0ld Dominion University Yes

University of Virgiﬁia

includes Clinch Valley College

Blue Ridge Hospital, UVA Hospital

and UVA Continuing Education Yes
Virginia Commonwealth University Yes
Virginia Polytechnic Institute and

State University Yes

College of William and Mary Yes



Question 4

How many of your losses have been contested requiring a

hearing before the Industrial Commission?

a. Who handles your legal defense on such cases and where is

the money budgeted to compensate this counsel?

Agency/instition

Department of Corrections

Department of Highways and

Transportation

Mary Washington College

O0ld Dominion University

Response
5
a. Attorney General
unknown -~ do not keep
records
a. Attorney General;
money budgeted by that

office

None by the employees
that were not initiated
by the College. All
decisions were in favor
of the College.

a. Attorney General;

no funds budgeted

None
a. Charles V. Sweet,
Special Assistant A.G.

and assistant to



President - staff salary

University of Virginia 8
includes Clinch Valley a. Legal Advisor's Office
College, Blue Ridge of UVA, this is part of
Hospital, UVA Hospital the attorney's normal job
and UVA Continuing duties; salaries for office
Education come from state funds
Virginia Commonwealth 8 in last five years
University a. University Legal

Advisor/University

Administration
Virginia Polytechnic 1
Institute and State a. Unjversity General
University Counsel with salary paid

by University

College of William and 3

Mary a. State Attorney General's

Office



Question 5

Who handles your outside claims investigation and how are

these expenses handled?

Agency/institution

Department of Corrections

Department of Highways

and Transportation

Mary Washington College

Old Dominion University

University of Virginia =
includes Clinch Valley
College, Blue Ridge
Hospital, UVA Hospital
and UVA Continuing

Education

Response

No outside claims investi=-

gation used

By personnel of the

Department

Not required. The only
expenses incurred are
the prorated salaries of

personnel office staff.

R. L. Cowherd and/or
Mrs. Joyce Robbins - staff

salary

Private firms such as
Crawford Associates and
Danielson Associates.
Expenses paid from the
the Worker's Compensation

account.



Virginia Commonwealth VCU Campus Police Depart-

University ment/University Adminis-
tration
Virginia Polytechnic University benefits
Institute and State paid by University
University
College of William n/a
Mary



Question 6
Who handles your subrogation efforts?
a. How successful have you been?
b. How are these expenses handled?

c. How is the money that is returned accounted for?

Agency/institution Response
Department of Corrections N/A Attorﬁey General's
Office

a. 3 claims referred to
to A.G. and 1 claim
received less than
expended amount.

b. No legal expenses for
A.G., however paid for
1/3 of 3rd party's
attorneys fees

c. Returned to major

institutions budget

Department of Highways Highway Department
and Transportation handles subrogation.
If legal action is
required, the Attorney
General's Office does

intervene.

a. Very successful

b. Through the Highway



Mary Washington College

Old Dominion University

Department and the
Attorney General
Office's budget
c. Money is returned to
the Fiscal Manager for
deposit into the Worker's

Compensation account

Attorney General's office
when required.

a. About 80% return. On
two major cases, $30,000
has been received for
1978-79 and $20,000 more
is expected.

b. When third party
settles, College is

reimbursed accordingly,
i.e. prorated to settle-
ment.

c. Deposited with

Treasurer of Va.

Charles V. Sweet - Assis-

tant Attorney General

a. very
b. staff salaries

c. credited proportionately



to accounts reflecting

expenses in each instance

University of Virginia Workers Compensation
includes Clinch Valley Administrator and, on
College, Blue Ridge occasion, the Associate
Hospital, UVA Hospital Legal Advisor
and UVA Continuing a. On past claims our
Education ' efforts have been

successful. UVA has had
few 3rd party claims.

b. This reponsibility

is considered part of

the normal responsi-
bilities of the Worker's
Compensation Administrator
and the Legal Advisor's
Office.

c. Deposited in Worker's

Compensation account.

Virginia Commonwealth VCU's Worker's Compensation
University Office
a. 1009 on cases subrogated
b. University Administration
c. Deposited to Worker's

Compensation Account.

10



Virginia Polytechnic
Institute and State

University

College of William and

Mary

11

University General Counsel
a. Have been successful

b. From University funds
c. Reimbursed to accounts
from where payments were

made for worker's compen-

sation

n/a
a n/a
b n/a



Question 7

Are any medical expense benefits, including first aid,
provided at no recorded cost to your injured employees?
a. What are the accounting procedures when an injured

employee is treated at your own medical facility by your own

medical staff?

Agency/institution Response
Department of Corrections First aid at institution

then to hospital.

a. None
Deparartment of Highways No
and Transportation a. n/a
Mary Washington College No. Emplovees only

receive medical
services from out-
side sources, which

are paid for by the

College.
a. n/a
Old Dominion University No
a. n/a
University of Virginia First aid provided by

12



includes Clinch Valley
College, Blue Ridge
Hospital, UVA Hospital
and UVA Continuing

Education

Virginia Commonwealth

University

13

UVA Hospital Employee
Health Dept. at no cost
to those employees
injured at work.

a. With exception noted
above injured employees '
are billed for medical
treatment. The employee
brings the bill to his
dept. Invoices are then
prepared by the
employees dept. paying
hospital and physician
charges. These charges
are paid.from the
Worker's Compensation

account.

The MCV Emergency Room
as well as Employee
Health see employees
with Workers' Compen-
sation injuries.

a. The bills related
to MCV Emergency Room
are forwarded to
Personnel. These bills

are then cancelled with



Virginia Polytechnic
Institute and State

University

College of William

and Mary

14

the Hospital. The
following is a five=-
year summary of bills
cancelled:

78-79 - 11,453

79-80 - 16,673

80-81 - 21,681

81-82 - 25,163

82-83 - 13,473
Employee Health does
not bill for their
services. The costs
are estimated under

Question 10.

No

a. n/a

No
a. The staff benefits
account is billed for

services rendered.



Question 8

What rehabilitation activity are you involved in and what

services and facilities are you using?

Agency/institution

Department of Corrections

Department of Highways

and Transportation

Mary Washington College

0ld Dominion University

University of Virginia
includes Clinch Valley
College, Blue Ridge
Hospital, UVA Hospital
and UVA Continuing

Education

Virginia Commonwealth

~University

15

Response

None
Rehabilitative cases ar
handled by the State

Rehabilitative Services

Use Mary Washington
Hospital in
Fredericksburg when
required.

Physicians of record

and area medical/

rehab. facilities

Physical therapy
facilities at UVA
Hospital. Crawford

Rehabilitative Services

Job placement has been
handled in-house to date.
External services will be

used if necessary.



Virginia Polytechnic On occasion, use local
Institute and State Vocational Rehabilitative

University Services.

College of William & Mary None

16



Question 9

Do you carry an excess Worker's Compensation Policy?

a.

self-insured retention does it have?

b.

Is there a maximum policy limit and what per loss

What premium are you paying?

Agency/institution

Department of Corrections

Department of Highways and

Transportation

Mary Washington College

0ld Dominion University

University of Virginia
includes Clinch Valley
College, Blue Ridge

Hospital, UVA Hospital

a.

Response
No

No

a. n/a

No
n/a

n/a

No

Yes

$5,000,000 per loss

with a $200,000

retention level



and UVA Continuing

Education

Virginia Commonwealth

University

Virginia Polytechnic
Institute and State

.University

College of William and

Mary‘

18

No,

$58,481

Yes
$10,000,000 maximum
$100,000 retention

$25,000

No

we are self insure
n/a

n/a



Question 10

Please provide an estimate of the salary, handling and
overhead expenses that are properly allocated to Worker's
Compensation handling at this time. Standard cost

accounting methodology should provide a relatively uniform

approach by all agencies.

Agency/institution Response
Department of Corrections Estimated salary cost of
- $94,554.79
Department of Highways and Employee Salary $31,775.50
Transportation per year

Overhead expenses $9,828.9

per year
Mary Washington Coilege $6,400 per year
O0ld Dominion University staff salaries $6,002.78

handling and
overhead 2,100.97
$8,103.75

University of Virginia
see attached

includes Clinch Valley
College, Blue Ridge

Hospital, UVA Hospital

19



and UVA Continuing

Education

Virginia  Commonwealth

University

Virginia Polytechnic
Institute and State

University

College of William

and Mary includes

Virginia Institute of

Marine Science

Legal - $§ 6,000.00
Personnel - 39,000.00
Em. Health- 22,000.00

Police - 3,000.00
Fr.Benefit-

Overhead - 53,000.00
Total - $123,000.00

Salaries $ 15,000.00

Overhead

(fringes,

postage) 8,000.00

Total $ 23,000.00

n/a

20



TABLE 2
University of Virginia
Workmen's Compensation
Administrative_Cosca

FY 1982-83

Personnel

(50X of P. Heim's salary, 90X of clerical
staff salary and 2.6Z of OTPS).

$ 20,426

.

Legal Advisor 5
(2.5X of total expenditures) 4,280
Voucher Processing (MTDC) 210
Payroll Processing (MTDC) 111

Total $ 25,027

Q

KS/3g

6/16/83



What were your total FICA wages for each year,

present?

Agency/institution

Question

Department of Corrections

Department of Highways

and Transportation

Mary Washington College

0ld Dominion University

21

11

1979-80
1980-81
1981-82

1982-83

1978-79
1979-80
1980-81
1981-82

1982-83

1978-79
1979-80
1980-81
1981-82

1982-83

1978-79
1979-80
1980-81
1981-82

1982-83

Response
1978-79 $ 21,483,640.

40,738,860.

51,751,931

59,597,432

68,177,700.

$142,665,771.

150,046,172.

152,135,829

169,202, 463.

165,537,931.

300,988.
329,153.
377,514.
450, 450.

488, 608.

$ 20,217,670.
23,642,992.
26,854,286.
29,403,946.

31,130,058.

1978 to

10

.26

.94

35

29

13

.47

05

50

00

00

00

00

00

79

35

08

86

89



University of Virginia
includes Clinch Valley
College, Blue Ridge
Hospital, UVA Hospital
and UVA Continuing

Education

Virginia Commonwealth

University

Virginia Polytechnic
Institute and State

University

22

1978-79
1979-80
1980-81
1981-82

1982-83

Total Gross

$134,061,564.19

148,344,579.11
169,509,237.70
188,919,938.59

197,435,732.11

Total FICA Gross

1978-79
1979-80
1980-81
1981-82

1982-83

1978-79
1979-80
1980-81
1981-82

1982-83

1978-79
1979-80
1980-81
1981-82

1982-83

$113,109,444.85

123,966,286.05
143,472,888.11
160,845,073.08

174,499,453.89

$ 99,130,000.00

112,777,000.00
127,240,000.00
144,581,000.00

161,389,000.00

$ 61,562,035.00

73,578,887.00
82,513.288.00
91,616,724.00

96,634,701.00



College of William 1978-79 $§ Not available
and Mary 1979-80 16,719,891.67
1980-81 18,834,464.13
1981-82 20,943,246.09

1982-83 22,277,964.62

23



APPENDIX 5

Madamn Chairman, committee members, when we .iaSt SpOXe at the June
coumittee meeting in Charlottesville we presented a group self-
insurance concept to see ifi you felt it offerec a viable alterative
to tuhe program offered by the Office of Risk Management underwritten

by the Travelers Insurance Company.

At that meeting various state agencies expressed that it woculd not
be "cost eifective® to participate in the Travelers program. Severeal
of these agencies indicated that their present workers' compensation

costs were less than 1/2 of required premium to enter the Travelers

program.

We also made note that those agencies present who stated that they
have a self-insurance program were not consistent with each other.
In particular, they are inconsistent in the utilization of excess or
reinsurance, likewise filing of a certificate of compliance as a
self-insurer and the completion of an "“agreed statement of fact"”

form needed to terminate a claim properly.

Based upon information furnished us by Mr. Cranwell and at his
request we have developed a group self-insurance program that
will eliminate both the potential for any "unfunded liabilities™

and at the same time create a program consistent and uniform to

all agencies.

The displilay before you serves to point out the mechanics of such
program.-— We have listed each agency showing five year average losses,
, Cost of excess insurance.if purchased, administrative expense, and
total estimated costs. As you can see, total estimated present costs

to the seven agencies shown is $2,894,910 witn tne reguired Travelers



premium being $i0,87&,380. Overall, the agencies presentliy &are

paying approximately 25% cf that asked by the Traveliers.

However, we rust point out that five of the seven agencies do not
carry excess reinsurance and no agency is making provisions for loss
reserves. All of these agencies have had exceptionally fine loss
experience which could change dramatically at any time thus
increasing costs of their program to the State far in excess of any

Standard Insurance Premium.

The program we developed would require a maximump outlay of
approximately $3,687,642 resulting in a savings to each agency

of approximately 66% of the Travelers required premium. Excess
reinsurance will be provided to assure that no agency will be sur-
charged more than the indicated contribution. The reinsurance is
thus structured in a way as to limit maxzximum expenditures of each

agency as well as eliminate the possiblity of any unfunded liability.

It is our understanding the Travelers program will not handle the
adjustment of claims that have already taken place and have not been
settled. The servicing company we work with will handle such
claims. Moreover, because that servicing company claims personnel

are experienced insurance adjustors claims should be settled more

expeditiously and at less cost.

In concluding, the worst the state could do is save over $§7.0

million dollars if a program such as proposed is used by the State.

" Based on our experience as administrators of Workers® Compensation
Self-Insurance programs as well as available statistics, We feel

this program should be given just consideration by the committee.



FONOI KEQULRED MAXLMUM s -
LOSSES INSURANCE ADMINISTRATIVE |TOTAL ESTIMATED TRAVELERS GROUP SELFP-INSURAN
AGENCY S YR. AVG. PREMIUM EXPENSE INSURANCE COSTS PREMIUM CONTRIBUTION * MONTHLY CONTRIBUTION
DEPARTMENT OF
HIGHWAYS & 2 542500 .
TRANSPORTATION | $ 1,358,666 - N/A $ 41,603 $ 1,400, 289 8 7,500,000 $ 2,542,
(3 yrs) ]
UNIVERSITY OF
VIRGINIA $ 350,561 $ 58,481 $ 25,027 $ 434,069 $ 1,347,000 $ 456,633 s
.'
VIRGINIA
COMMONWEALTH
UNTVERSITY § 333,332 $ 25,000 $ 123,000 $ 481,332 § 972,000 § 329,508 $
VIRGINIA
POLYTECHNIC
INSTITUTE § 445,29 N/A $ 23,000 § 468,253 $ 700,000 $ 237,300 $
COLLEGE OF
WILLIAM & .
HARY ¥ 36,072 N/A ———— $§ 56,072 § 160,000 § 54,200 $
OLD DOMINION o .
UNIVERSITY $ 33,003 - N/A $ 6,892 $ 39,895 $ 114,000 $ 38,546 $
MARY WASHINGTON| -
COLLEGE $ 15,000 N/A Inel. $ 15,000 $ 85,080 $ 28,815 $
(3 yr) :
TOTAL $ 2,591,907 § 83,481 § 219,522 $ 2,896,910 | § 10,878,080 $3,687.642 s




1)

2)

3)

4)

5)

6)

7)

8)

9)

APPENDIX 6

Nine Questiomns

Did Mr. Rutherfoord's firm/Office of Risk Management reccgnize
that the lost figures submitted by the eight self-insured agencies
were primarily unaudited, paid losses, and not incurred losses?

If this fact was recognized, did Mr. Rutherfoord's firm/Office
of Risk Management utilize any type of industry standard payout
matrix to develop the ultimate incurred losses?

Were underwriters actually contracted for a quote or indication
on the cost of excess insurance?

If so,

(a) what loss figures were given?

(b) were the figures separated into the eight separate agencies,
or were they provided in one lump sum?

(c) were the underwriters made aware that the figures represented
only paid losses (or incurred losses developed by Mr. Rutherfoord's
firm or the Office of Risk Management)?

(d) were estimated payrolls provided to the underwriters, and were
these broken down by job class?

Would Mr. Rutherfoord's firm/Office of Risk Management be so kind
as to provide a breakdown of total cost estimates including:

(a) estimated retained losses (by agency),

(b) claims administration costs (by agency)

(c) excess premium costs, indicating the per agency self-insured
retention level and the upper limits of the excess insurance
for each agency.

What procedure would be used by the service agency to pay losses

(from a bank account funded by the agency, from a deposit fund held

by the service company utilizing monies paid to the service company by
the agency, and maintained at a specified level, etc.)?

Did Mr. Rutherfoord's firm/Office of Risk Management discount the

estimated incurred loss figures to take advantage of any interest income
that may be earned by the agencies?

Did Mr. Rutherfoord's firm/Office of Risk Management figures represent

the total cost to the agencies over a period of years until payments are at
their maximum retention, or did the figures represent the expected cash
payments during only the first year of the program?

Is Mr. Rutherfoord's firm/Office of Risk Management recommending the

establishment of a funded reserve for actuarily computed incurred
losses?



1.
2.
3.

6.
7.
8.
9.

Responses to Questions

Office of Risk Management

yes.

yes, used industry pay out matrix of .28 for the first year.

it is a no aggregate limitation, has a per occurrence cap as

requested by the Office of Risk Management.

a. yes, shared figures with the Travelers Insurance Company.

b. yes, figures are broken down by agency.

c. yes, with recognized weaknesses in figures.

d. obtained actual report of self insurers payroll from Mr.
Heiner, Industrial Commission.

a. none, all losses are insured.

b. claims administration fee is part of the program - this is not
charged to agencies - there are no additional charges to the
agencies regardless of claims or expenses.

c. $250,000 per occurrence catastrophe.

all claims are paid by the insurance company.

have not been able to discount because all of the interest is taken by

the legislature.

all figures project the ultimate cash pay out of $5 million.

the entire program is on a funded basis.

Rutherfoord Agency

our reinsurers took into account whatever they thought necessary in
order for us to submit a proposal.

"this is a question that the reinsurer has to determine in their
minds". "I would definitely say they assumed a matrix of some sorts

in order to allow a meaningful quotation to be submitted to the State".
yes.

a. '"the information supplied/furnished the agencies was given to
 our reinsurer”.

b. '"they were given on a separate basis"

c. they had to do what they felt necessary to present a proposal to
us"

d. "we supplied the information that was furnished us showed payrolls
but not job classifications".

a. "we have, under our group self-insurance proposal, a retention for
each agency which I will not divulge at this time"

b. "we had incorporated that in our overall cost of doing business

which will be passed along to the various agencies on a group basis"
c. '"once again, we don't want to inform you of exactly how our
program is structured but we do have upper limits of reinsurance

both on spec1f1c basis and excess of loss and stop loss basis for each
agency"

servicing company can do it either way.

flo.

"we are working with first year payments only"
we have a loss fund



APPENDIX 7

COMMONWEALTH OF VIRGINIA
SELF-INSURED AGENCIES
Workers' Caowpensation

Kurt A. Reichle
Noverber 15, 1983
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STATE AVERAGE WEEKLY WAGE -

APPENDIX 8

INIA

(For Workers' Compensation Purposes)

July 1,
July 1,

July
July
July
July
July
July
July
July

HEHEHEHH

-

-

-

-

-

1983
1982
1981
1980
1979
1978
1977
1976
1975
1974

8277
253
231
213
199
187
175
162
149

91

~ OONSUMER PRICE INDEX FOR MEDICAL CARE
Source: U. S. Department Of Labor - Monthly Labor Review

July 1983
July 1982
July 1981
July 1980
July 1979
July 1978

357.7
330.0
295.6
266.6
239.9
219.4

(8.39% increase)
(11.64% increase)
(10.88% increase)
(11.13% increase)
(9.34% increase)



i APPENDIX 9 ‘

Dr. Raymond Haas - University of Virginia - Objectives

1) To learn the cost assessment formulas and the data on which it was
based (Risk. Management & Thomas Rutherfoord) if only so we can be more
effective.

2) We want everyone to know there will be a continuing cost beyond current
premiums for past claims.

3) We want to be sure that the  accuracy of the University of Virginia cost
data (as substantiated by Travelers') is understood.

4) We need to know how claims will be administered because therein lie the
grcatest potential for costs which are hard to foresee.

(O}
~

Any program must offer incentives for good claims management, Universi-
ty of Virginia wants to be excellent in that regard.

6) Unlike some Statc agencies, the costs of higher education institutions
are borne in part by students through tuition.

The University of Virginia does not oppose the State's program. We
would like to be a parl and n=2ed only to have our extra costs funded. We
csp2cially commend the work of Mr. llamner, MNr. Scott and Mr. Williams -
they have been excellent to work with.



APPENDIX 10

December 2, 1983
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CERTIFIED MAIL

Departn_’rent of "
eral Services

Mr. Thomas D. Rutherfoord

c/o Thomas D. Rutherfoord, Inc.
One South Jefferson Street

P. 0. Box 12748

Roanoke, Virginia 24028-2748 .

Dear Mr. Rutherfoord:

late the most cost-effective method for certar -
agencies to enter the state-wide workers' compensation
program held Wednesday, November 16, 1983 chaired by us, you
and your associate, William M. Coehler, expressed a
reluctance to respond to our questions concerning the
pertinent parts of a program recommended by your firm for
the self insuring of workers' compensation by certain state
agencies. You had expressed your intention to deliver a
complete proposal to the Joint Subcommittee studying the
workers' compensation insurance program, HJR 8. Delegate
Joan H. Munford, Chairman of that Subcommittee, indicated
that the Joint Sub-Committee would not be prepared to act on
a proposal if a comparison had not been made. At that
juncture we stated we would submit our gquestions to you in
writing, the answers to which will then give us the
opportunity to make an indepth review (an apples to apples
comparison) of your proposal vs. the in-force program
administered by the Office of Risk Management. Unless
complete answers to all our questions are available from
you, then no comparison as intended by the Joint
Subcommittee can be made.

Although you responded generally to the questions
submitted to you by Mr. Hamner in his letter of November 1,
1983, those questions are attached as Exhibit I. We ask
that you respond in writing to each question. We also ask
that you complete Exhibit II in its entirety. 1In addition,
please respond to the following queries so a complete
analysis can be made of your propcsal.

1. Is this a true self-insurance proposal; i.e., losses
paid by the self-insured up to a predetermined per loss



Mr.

Thomas D. Rutherfoord

Page 2
December 2, 1983

6.

7.

10.

11.

limit above which excess insurance reponds? If not,
what type plan are you proposing?

Assuming this is a self-insurance proposal, what is the
per loss limit?

Is there an annual aggregate limit in the plan? 1If so,
what is it? 1Is it an overall plan limit.or is it a per
participant limit?

. Does the excess insurance provide coverage for marine,

longshoremen & harbor workers, employers' liability and
extraterritorial exposures?

In your plan, what is the basis of assumed losses?
Paid? Incurred?

What development factors, if any, have been used?
What trending factors, if any, have been used?

What claims handling service will be employed and what
is the basis for the claims handling charge; i.e.,
percentage of the claim or a predetermined per claim
charge? What percent or per claim charge?

How will the administrative fee charged by your firm be
determined? 1If it is included in the premium charged
for the excess insurance, please indicate the
percentage of the commission charged.

What underwriter will provide the excess insurance?
Please indicate the Bests rating and the Standard and
Poors ability to pay claims rating.

Since you stated the costs charged in your plan were
guaranteed, please provide the complete cancellation
clause under the excess policy.



Mr. Thomas D. Rutherfoord
Page 3
December 2, 1983

Your prompt response to these guestions will enable us
to provide the Joint Subcommittee with the information it
has requested. Please address your replies to William H.
Murphy c/o Reynolds Metals Company, P. O. Box 27003, Richmond,
Virginia 23261.

Sincerely,

-

William H. Murp

R e

R. W. Esenberg

cgisagoan H. Munford, Chairman of Joint Subcommittee

tudying Workers' Compensation Self Insurance, HJR 8
H. Douglas Hamner, Jr., Director -~ Department of
General Services, Commonwealth of Virginia



Did Mr. Rutherfoord's firm/Office of Risk Management recognize that t
loss figures submitted by the eight self-insured agencies wzre primari-
ly unaudited, paid losses, and not incurred losses?

If this fact uas\recognized, did Mr. Rutherfoord's firm/Offize of Risk
Management utilize any type of industry standard payout matrix to
develgp the ultimate incurred losses?

Were underwriters actually contacted for a quote or indicatian on the
cost of excess insurance?

If so,

(a) what loss figures were given?

(b) were the figures separated into the eight separate age-cies, or
were they provided in one lump sum? :

(c) were the underwriters made aware that the figures reprasented only
paid losses (or incurred losses developed by Mr. Ruthe-foord's
firm or the Office of Risk Management)?

(d) were estimated payrolls provided to the underwriters, znd were
these broken down by job class?

Would Mr. Rutherfoord's firm/Office of Risk Management be =3 kind as to

provide a breakdown of total cost estimates including:

(a) estimated retained losses (by agency),

(b) claims administration costs (by agency)

(¢c) excess premium costs, indicating the per agency self-iasured
retention level and the upper limits of the excess insurance for
each agency.

What procedure would be used by the service agency to pay losses (from
a bank account funded by the agency, from a deposit fund hz21d by the
service company utilizing monies paid to the service compazy by the
agency, and maintained at a specified level, etc.)?

Did Mr. Rutherfoord's firm/Office of Risk Management disco:unt the esti
mated incurred loss figures to take advantage of any inter:=st income
that may. be earned by the agencies?

Did Mr. Rutherfoord's firm/Office of Risk Management figures represent
the total cost to the agencies over a period of years until payments
are at their maximum retention, or did the figures represent the expec
ted cash payments during only the first year of the progra=?

Is Mr. Rutherfoord's firm/Office of Risk Management recomnmending the

establishment of a funded reserve for actuarily computed incurred
losses? ,



Exhibit II

FIVE YEAR CASH FLOW EXHIBIT
SELF INSURANCE PLAN
WORKERS' COMPENSATION

First Second Third Fourth Fifth
Year Year_ Year Year Year

I. Payments on Losses Incurred
in the:

First Year
Second Year
Third Year
Fourth Year
Fifth Year
Total Payments In:
II. Other Costs
A) Excess Insurance
B) Claims Handling Fee
C) Plan Administration Fee
including Loss Prevention

Services

D) Financial Guarantee Cost
(If Required)

E) 'Self Insurers' Tax
Total Other Costs
Total I & II

III. Payments on Prior Losses

MA+al Cach 1AL



APPENDIX 11 '

City of Virginia Beach

DEPARTMENT OF FINANCE MUNICIPAL CENTER
RISK MANAGZMENT DIVISION VIRGINIA BEACH, VIRGINIA 23456-9002
(804) 427-4217

Jamary 13, 1984

The Honorable Joan H. Mmford, Chairman
Joint Sub-Committee Studying The Workers'
Campensation Self-Insurance Program HIR 8

Dear Delegate Munford:

As promised, attached is our report concerning workers' campensation
for state agencies. We txrust that this report meets with your approval
and the approval of the other joint sub-camittee members, and we are
availabie to answer any questions you or the camittee may have.

Respectfully submitted,

L ST Vg A

William H. Morphy Robert W. Esenberg

Director, Risk Manag t Risk Management AdminisfTator
Reynolds Metals Campany The City of Virginia Beach
WHM:RWE: stc

Attachment

CC: The Honorable Wayne F. Anderson
Mr. H. Douglas Hamner, Jr.
Mr. Charles F. Scott




REPORT TO THE JOINT SUB-COMMITTEE STUDYING
. THE WORKERS' COMPENSATION SELF-INSURANCE
PROGRAM HJR 8

At a meeting of the joint sub-committee held in Blacksburg,
Virginia on September 29, 1983, the Department of General
Services, Office of Risk Management (Risk Management)
reviewed the current workers' compensation insurance program
which has been offered to all state agencies. Also at this
meeting, Thomas D. Rutherfoord, Inc. (Rutherfocord) described
an alternative "self-insurance" program for seven of the
eight major state agencies not participating in the Risk
Management Program. Because it was apparent that the source
data used by Risk Management and Rutherfoord differed, and
because of the brevity of Rutherfoord's formal submission,
it was obvious to the joint sub-committee that further, more
detailed analysis was called for. 1In this regard, and as
cited in the minutes of the meeting, "Delegate Cranwell made
a formal motion that Mr. Hamner and Risk Management get
together with private insurers in order to formulate the
most cost effective method for these agencies to enter the
statewide program." This motion was seconded and unanimously
agreed to. In addition, Delegate Cranwell requested that
the information from Rutherfoord and Risk Management be made

comparable, "apples to apples"”.

In response to the direction of the joint sub-committee, and
in the interest of complete objectivity, Mr. H. Douglas

Hamner, Jr., Director of the Department of General Services,



requested William H. Murphy, Risk Manager for Reynolds
Metals Company and Robert W. Esenberg, Risk Manager for the
City of Virginia Beach to chair a meeting of all interested
parties so that a complete, bottom line analysis could be
made of the two workers' compensation funding mechanisms.
This meeting was held in Richmond, Virginia on November 16,
1983. A list of the attendees is attached. (See Exhibit

I).

On November 1, 1983, a guestionnaire prepared by Robert W.
Esenberg was submitted to both Risk Management and Rutherfoord,
so that a fair, "apples to apples" comparison of the two
programs could be made. A detailed response to the question-
naire was received from Risk Management prior to the meet-

ing. Unfortunately, on November 8, 1983, Rutherfoord

advised Mr. Hamner that "due to certain time parameters we
will not be able to respond in writing to the questions
provided by Mr. Esenberg. We would, however, expect to have
this information in hand for the November 16th meeting.

(See Exhibit II).

The meeting was convened at 1:30 p.m. After opening remarks
by Mr. Hamner, requested technical information was provided
by representatives of the Travelers’s Insurance Company. the
Virginia Compensation Rating Bureau and the Industrial
Commission. Next, Risk Management and Rutherfoord were

asked to respond to the questionnaire previously submitted



to them. A comprehensive response was presented by Robert
W. Williams of Risk Management. Unfortunately, and despite
the expectation voiced by Rutherfoord in his letter of

November 8, 1983, responses to the gquestionnaire were either

limited or refused.

General discussion ensued, and was highlighted by comments
from various state agency representatives. During this
general discussion, Rutherfoord continued to be uncoopera-
tive in responding to specific queries from the Chair. 1In
an effort to resolve the impasse, and in the spirit of
compromise, the Chair agreed to direct its questions, in
writing, to Rutherfoord, answers to which were considered
vital in order for a valid comparison o be made. As the
minutes indicate, Delegate Munford stated that the joint

sub-committee would not be prepared to act without such

comparison. (See Exhibit I). On December 2, 1983 we
submitted our questions to Rutherfoord. (See Exhibit III).

To date no reply has been received.

Prior to the conclusion of the meeting, Risk Management
indicated its willingness to reevaluate its workers' compen-~
sation billing procedures which had been fiscally quite
conservative, and which had created the perception by the
eight state agencies, of an insurmountable budgetary prob-
lem. Subsequently, this reevaluation was performed and

resulted in procedural changes being effected. Those



changes have alleviated the concerns of these agencies. Wwe
are advised that three agencies have entered Risk Manage-
ment's program as of January 1, 1984 and four others have
committed to participate effective July 1, 1984. The final

agency is giving participation consideration.

We believe that it is important for this joint sub-committee
to know that the workers' compensation funding mechanism
currently administered by the Office of Risk Management
conforms to a recommendation of the Risk Management Advisory
Committee to the Joint Sub-Committee Studying The Commonwealth's
Insurance Coverage, which was established by HJR 251 during
the 1977 General Assembly. This Risk Management Advisory
Committee, acting at the reguest of that joint sub-
committee, was composed of Mr. William H. Murphy, Risk
Manager of Reynolds Metals Company, Mr. Bernard M. Hulcher,
Risk Manager of Southern States Cooperative, and Mr. Robert
W. Esenberg, Risk Manager for the City of Virginia Beach.

We encourage this joint sub-committee to review House
Document Number 41, 1980, the Final Report of the Joint

Sub-Committee Studying The Commonwealth's Insurance Coverage.

It will be noted that the authors of this report also served
on that Risk Management Advisory Committee. As it is a
primary risk management tenet that accurate, historical 1loss
cost data is regquired before consideration of any self-

insurance scheme, our recommendation remains unchanged. The



current program which has been developed, and is currently
admini;tered by Mr. Charles F. Scott, Director of Risk
Management, Commonwealth of Virginia, provides the vehicle
to generate such data. We recommend this program not be
bifurcated. We further recommend that this joint sub-
committee adopt a resolution encouraging any state agency

not now participating in the risk management program to so

participate.

We are pleased to have had the opportunity to be of service
to this sub-committee and to the Commonwealth of Virginia,

and we are available to respond to any questions you may

have.

Respectfully submitted,

William H. Murphz&f, Robert W. Esenberg
Director, Risk Management Risk Management Administrator
Reynolds Metals Company The City of Virginia Beach

WHM/RWE/stc



EXHIBIT 1

, mo2ting cf interestod partieos to formulste the most cost effective mathod
for coertsin Stnte sgcncies to 2nter the Statewide Workers' Couapensation
Prograom was held on «Wadnesday, liovember 16, 1703 ot the General Assembly
Luilding, Richmond, Virginia st 1:30 p.u.

Pa2rsons in asttendance were:

“r. Co Willism Cramma"
s. Terry rHapp

Ar. James Gillespie, Jr.
r. Edward P. Kehoe
“r. J. P. Rapisard=

“r. Carmen Pappzslerdo
wr. Ronald Cmith
‘r. Zurt EReichle
Yir, Jeff Ccibert
“r. Jim Dorschel

wr. David C. Lendin

w1, Thomas b. kuthorfoor?
¥r. william M. Koeiler

“r. Georgc D. Weston
“r. H. Douzlas Yamnor, Jr.

1. Chorles ¥F. 35cott
vir. hobert B. Willisns
“rs. Sheila M. Vanadsa

cr. clarence R. Jung, Jr.
Mr. Bernard Hulcher
“r. willizm MNMurphy
“r. robert Esanberg

“r. R. £. Farazr

“r. Fred C. Bosse

‘r. Jnmes E. H:r?is, Jr.
“r. Perry C. K. Butler

Er. Raymond D. Smoot, .r.

vs. Karen F. Russell
vr. Luciaon W. fziner

trs. Penney iHein

or. Euymond W, iliacs

Division of Legislative Services

Jonnson & lliggins of Virginia, Inc.

Trevelers iInsurance Company

Ya2oper and Company, Inc.

Thomas D. Rutherfoord, Inc.

Vz. Compensation Rating Buresu
Department of General Services
Department of Generzl Services/Uffice

of Risk Hanagenent

State Insurance Advisory Board tembers

Self-1insurance Services, Inc.
American lnsurance Association
Department of Corrections
Liberty HMutuzl Insurance Company

Virginio Folytechnic Institutc ans
Statc University

Industrial Commission of Virginiu

University of Virginia



Rolund E. Johnson
Richard F. Shutts

¥r. Bruce Chase Virginia Commonwezlth University
“r. David l. Charlton College of William a2nd Mary

Mr. Floyd B. Loving Departaznt of ilighways &nd

Mr. E. A, Strect Trcnsportction

Delegcte Joan Munford

1. Dougzlas lamner, Jr., Director of the Department of Generzl Scrvices

S g

czlled tho mecting to order. Wr. lamner advisad that he had asked hHr. Uil-
lice H. Murphy cnd 4r. Robert W. Esenbarg, members of the State Insurance
fidvisory Bocrd, to chasir the meeting. Also present were dr. Bernard &.
Yiulcher ancd Dr. Clarsnce R. Jdung, Jr., membars of the State Insurance hd-

visory toard. The membors were introduced to those present. A tricf syn-
opsics of ihicir professional bockgrouad was gziven.

Yre. Murghy adviscd that an agenda of the mosting had been distribut<d and
thnt It w3s th2 intert of the co-chairmen to follow it. £&n attendoeo log
wis JJistributed and 511 present were requasted to sign their namo ~ad
#ffiljation.

surphy stzoted thoe meeting was generated at the meeting of the Joint

ycommittec studying the Workers' Compensation on Thursday, September 2¢,.
iv35 in Blacksburg, Va. iotion at that meeting was made and pesssed uncni-
mously Lhat "Mr. Hazmner and the Officc of Hisk Hanazement get togethor with
the progrenm insurers in order to formulate the most cost effcecctive methol
for these zgencies to enter the Statewide program™. In addition Deleg:ite
Crrmw21l requested that the information from the Thomas Rutherfoord, Inc.
Insurznuce Agency and the Department of General Services/Office of Risk Fan-
zgomant ("DGS/CRM") be made comparable.

Thosc prosent were odvised that the co-chazirmen plan to prepare = form:l
rcport of the discucsions znd insorporate their reconmendations. This uill
LYe troasTittzd to the Joint Subcommittes at lir. lizmnar's requsast.

The m2oting uss then turned over to Mr. Escnborg to asddress item 3 on tho2
m1ends - heview of Quastionnaire preparced by ir. Esenberg and submitiazd to

- o
(X}

the DGS/OEN and Thomus Rutherfoord, Inc. Insurance Agency.

“r. Esenberg zdvised that in discussions with %Nr. lamner and bcing advised
of th2 conzerns of the Joint Subcommittce, he came up with a limited nuaber
of questions that he felt would assist in the “apples to apples™ comparison
znd in developing a common base for which the proposals uwere made.

In the interest of 211 persons and to ovoid lenzthing the mecting the DGS/
Ok and representatives from the Rutherfoord ageoncy were requested to
frein from restating and resubmitting their proposals. They were re-
asted to answer the ninz quastions 2s shortly and concisely as possible.
in2y were told that time would be provided for discussion during the CQues-
tion &nd Answer period.



‘r. Esenbers ssked peneral questions of industiry professionzls for Lhe
intarast of all present Lo give an indication of uwha2t certain industiry
sernadards may or may uot be and then spacifics. )
e 'ir. Esanberg's request Mr. Kurt Kiechle, an actuary from the Travelers
insurance Company, briefly save the beonefit of his technical expertisc.
1llustrated meteriul was distributed Lo clarify #ir. Riechle's discussion on
ioss decvelopment - both ultzmatc and paid losses.

-r. Esenbergy asked Mr. G2orge Westorn, Virginin Compensation Rating bOurcau,
to 3ive on indication of how the beonefit levels for Workers!' Compens:ition
hrve inereased since 197G regerding medical costs and limits on indemnity
bznefits s controlled under the Statce Code with the Statewide uaverages.

Yr. Jda2ston cistributed a Randout which indicated total brenefit payouts:
(1) Stnte nverage workly waze inerenses (7/1/74 = 1/1/¢3) ~nd (2) the U. 38,
rio

vrpuriment of Labor, Libor Review publishes o consumer Price Index which
s oL dcction for Medical Care and 3Subs~etions. Yoarly inzsreoses wera
noLed,

Sr. Es:abers requested the DG3/CRM to raspond to each of the nine ques-
tivns. Wi unswers, &s supplied by wnr. hobert L. Williaws, ere as follows:

NOTE: A copy of the questions are attached as Exhibit A. The Minutes will
make reference to the questions by nuamber.

1. yis.

e yes, used industry pay out matrix of .2c¢c for the first yecr.

. it iz L 0o aapregete linitation, has & per occurrence cop &S roguestes
by L. wifice of Hisi Management.

dooooo. yos, shzro2d figures with the iravelers lnsurance Company.
L. ycs, figures are broiien down by =agency.
<. yes, with recognized woavn=sses in figures.
J. cbtuined ccotun ] report of self insurers p2yroll f{rom ¥r., Heiner,

lndustrial Commission.
e e aon>, zll losses are insurad. _

b. 2 rims zdministration fee is part of the proscra=m - this is not
“r:ed to agencies - there are no &dditionzl chinrges to Lho ns-en-
s reguriloss of claims or zxpenses.

5,000 poer ceocourrensce cztostrophe.

: ‘ vs ~r> p:id by th: insurance company.

Teoonnve J:i been cbie to discouat because 21l of the interest is taken by
vhie lopisloture.

. 211 figures project the ultimnte cash pay out of £5 million.

. th2 entire prosram is on a funded basis. -

oL

r. Esenberg then recognized representztives from the Rutherfoord =cency
end requested that they respond to each of the nine questions. Mr. Koeiller
read each quastion prior to his response.

1. cur reinsurers took into account whatever they thought necessary in

order for us to submit = proposal.

. "this is ¢ question thzt the reinsurer has to determine in their
minds". "1 would definitely say thcy assumcd a matrix of some sorts a.
order to &llow & mezningful quotation to be submitted to the Ctete".

. Y¢S,

. -3 -



e G “the information supplied/furnished tho Ggencies w3s given to our
reinsurer",

b. "they were given on a separate busis".
c. "they had to do what they felt necessary to present a proposzl to
s“

d. "we supplied the 1nformat1on that was furnished us show2>d pnayrolls
but not job clessificastions".

5. 3. "we have, under our group self insurancc proposal, s retention for

each agency which I will not divulge at this time".

b. "we hzd incorporsted that in our overzll cost of doing busincss
which will be pussed a2lonz to the various agencies on a group
basis". _

c. "once again, we don't want to inform you of exactly how our pro-
gram is structura2d but we do hsve upper limits of reinsurance both
on specific basis a2nd cxcess of loss and stop loss bcsis for zech
agency".

servicing company cen do it either wzy.

no.

"we are working wvith first year paynants only"

ue haove o loss fund

Wer~t O
[ ]

“r, Esenborg cclled attenion to hMr. Koeliler's rosponse to Quastion 9 by
askingz for & specific amouat of insurance on the proposzl submittsd in

Blacksburg. Nr. Kochler replicd "1'd rather not onswer that question ot
this moment."

Mr Hdurphy asked Mr. Koehler when he would be 2ble to answer ir. Esenberg's
‘questions. Mr. Koehler replied that he personally felt the progrem was &«
firm, philosophical type of approach trying to limit costs of zgencies to
participate in an alternative plan to the Travelers' plan. Nr. Kochler
felt it would be improper Lo release informution based on the conclusion of
the Dlacksburg meeting when they thought it was the intention to develop &
":pples to apples" comparison of proposals. H2 further stated "If iir.
willizms can emphatica2lly state what each agency would pay today to cone
into the program we itight consider it."

#r. Esanberg expressed nis concern thut it appears a lct of decisions wore

-

l2ft to the reinsurer. Further, dr. Esenberq expressed the Sasire for acu-
srete information.

“r. ¥Murphy restated "the Joint Subcommittes asked bHr. Hamner ond the <ifice
of Kisk Hanagement to get tocether with program insurers ong of whizch s
Liiec Rutherfoord people in order to formulate the most cost effective mothci
for these agencies to enter the Statewide program." kr. Murphy commonted
that "A determination as to the most cost effective method can't be mcde

unless we know what the costs are." Mr. Murphy asked "When would yau pro-
pose to submit those costs?"

Hr. Rutherfoord said that they were told to come together today to <iscuss

how to go about coming up with "apples to apples" and not to sell & por-
ticular programs



. Ruthorfoord said that information on c¢stimated payrolls was rcquested

least four months #go from the DGS/ORM &nd h2 was told that it was not
oilable. In #r. Williams' response to Quastion 4(d) Kr. Rutherfoord
derstood that the information was available from the Industrial Commis-
osn. Consequently, they came up with th2ir own figures. ¥Nr. Murphy re-
;2sted that this information be released to 4r. Rutherfoord.

'« Esenberg recalled’ that in the Elacksburg meeting the proposal submitted
¢ Thomas Rutherfoord, Inc., did not include the Department of Corrections.
‘.« Rutherfoord stated that Lhey are includosd in the present program. lie
.so indicated the company is rated A in the 1633 Best Rating.

~. iurphy askeg if the firm has @ Standgard and Poor's zbility to pay
cims rating znd if so what it was. Hr. Rutherfoord replied yes, but ho
cdn'y ave it with him. !

r. Yurphy asked MNr. Xochler "whon you taoxs the average of the last five
~.rs of incurred losscs without any development or indexing current to

21lzrs theso figures don't you infzcet under cstimate the claims for the
stura?” '

r. Keehler replied "I can't 2nswer that guestion as exact as you'd like me
>" « "] fzel they don't - the reinsurer in evaluating the claim provided®.
2 ulso szid that he was cort2in thet history had been developed to current
ollzr in their calculction for future cost. However, he did not uant to
ivulge the structuring of tneir reinsurance program.

r. Rutherfoord said, "yes, w2 feel the amount of reserve is adequzte"™ and
nere is a factor for benefit increeses znd there is a guarunteed prica.

r. “urphy asked if this is & normal type s21f insurance scheme wh2reby the
zency pays its losses up to each individual loss limit after which & rein-
urer would pay th2 excess for each occurrence &s w2ll as a3 agpregate stop
2ss?"

r. Roehkler replied yes, thuzt is correct. 4 predetermined retention hss
#¢n «rrived at by the reinsurer for each agency. "It is the same for each
~ency®.  "An administrator would hzndle the claims as one group which

suld cut down tremendously on the overhead of each individual handling
“oir claims =2nd enginesring. Losses will bo sezregatod by agency.

r. Surphy asked if zny of th2 State zgency representatives wish2d to cou-
2nt, howsaver there were no comments.

w. kurphy recognized Mr. Butler, Liberty Mutual during the Question and
nswer period. Mr. Butler addressed his question to Mr. Rutherfoord and
sked if "this is the same type of self-insurance that is sanctioned under
he Insurance Regulation 16?" Mr. Rutherfoord replied that it was. Hr.
sutler asked if Mr. Ruthcrfoord has receivcd special cdispensation from the
lurcau of Insurance. Mr. Lutler's interpretation of Insurance Regulation
£ is that the agencies arc not a valid self insurance group because there
.S a common cmployer - the Commonwealth. ¥r. Landon, Yeager and Compcny,
3wid that he would see it &s one cmployer subdivided by agency.



. Cutler said that there is considercble discussion being held over Liis
itter at the DBurcau of insurance and ilr. King with the Durceu 42id not feel
the czencies qualified.

“r. Lutler referrecd to Lhe Eutherfoord's prescniation in Elacksburg and the
figure for the required Travelers premium of 10,073,000,

“r. Kochler saic that_the figure waos developed by original informstion ob-
tained in the Charlottesville meeting and subszquent telephone conversa-
tions with State &sgencies to ask what their contribution represecnted. lig
said that the general cons2nsus was it "represcented 6C% of standard premi-
um". He szid that they added the contributions ond divide3d by 6CI to
receive an estimatcd annuzl premium. HMr. Putler usked if $£10 million would

be & estimate of premium. *r. Williams respond2d that the standard premium
is $12,485,000.

¥ir. Rutherfoord suggestod that the current prosrzam and his proposod progranm
be run porallel to see which program is the best. Nr. kutherfoord said
wasn't suzgesting doing znything to thes current prograzn as Lo 21t it was

the best program that can be bouzht., He furthiar stated that the Travelers
has & top notch rating; & fine company.

L2

sir. Esenberg asked Mr. L. . iHeiner, Industriol Commission, what was the
Industrial Commission's position reparding single employers naving portxons
of their employees being covered under dlff“rOﬂt types of programs, i.c.

iving one department or division self insured versus hzving othars commer-
ially insured.

“r. liciner commented that historically thare has never teen & problem with
Ctite agencies bacause State Law indicates thzt thore is o sdole cmployer
znd that any Statc cmployes is an employes of the Commonwnnlth. bir. He2iner
further stated that the Injustrial Commission vieus the naencies &s being
individunlly self insurecds already and the Incustricl! Ccmmission does not
care how the agencies fund their liability.

Fr. deston said that each =ngcncy is combined into & sinzle Jxperience
rating prow¢13at1oq so that there is & contrsl oxporiencs =odification but
it has not always beon that woy.

“r. Saith, Trcvelers Insurance Company clarified the "Trovelers idecuircd
tremium™ os "paid losses (iosses with cerunin li=mitations) plus oxpensas®.

¥'r. Butler cxpressed his concern that in th2 original Rutherfooré prescnta-
tion th2rec was an illusion to the fact that the ;ravelers premium uas 2sti-
mated at $10 million ¢nd the proposed premium wecs zround $3.5 nillion. In
actuality, the differential is far closer. Mr. Butler felt that tine pre-

sentation would be misleading to the lay persons not w2ll versed in
insurance. -

¥r. HMurphy asked for comments or concerns by the State cgencies.

y

or. Haas, UVA submitted his concerns (Attached as Exhibit B).



ir. druce Chase, VCU said the figures developed were based on guidance
;iven (on what loss incurred cost will be to the institutions) and if these
figures are considered inaccurate he will be willing to rework them. lle
»stimated that costs would-increase to onter the current program.

“r. Smoot, VPI&SU, expressed the fact that their concern is not with the
kind of program but with the cost. VPI&SU would like to participzte in the
program as they feel it will save money in the future. Their sole concern
is the cost of entry.

Dr. Haas restated that "the UVA does not oppose going 1nto the State-uwide
program as long as the funding is provided".

Mr. James Harris, DOC said that they shaore the same feeling as UVA. They
have £525,000 budgeted for 19S4-85 and entry into the current progranm is
estimzted at $1 million. The Department of Corrections would like to enter
the program but have inadequate funding. He felt that since the State sup-

ports an overall program maybe the Statc should come forth with funding
versus individuzl budgets.

Yr. Murphy felt that some of the concerns expressed can be addressed with a
paper to show what costs would be and how the initial costs would bec devel-
oped. He said he understood that people who generate the cost will pay the
cost. lle asked that the DGS/ORM and the Rutherfoord agency both preparc
this poper so a comparison can be made.

Mr. Murphy asked of UVA and VCU if work incurred injuries are gencrally
treated by in-house facilities? Mrs. Heims, University of Virginia said
that first aid treatment is provided to the injured worker by the UVA medi-
cal center. The contire resources of the UVA Hospital is made available
however injured persons may go to private physician.

“ir. Chase, VCU, sajid that the medical facilities zt VCU are used often
sowever injured persons are not required to go there.

Yr. liurphy asked who, at each agzency, determines compensability? At the
UVA Mrs. Heims ;s assigned the responsibility.

“r. Murpny directed -several miscellaneous questions as to "in-house" acci-
dent procedures - i.c. safety, claims handling, investigation, employee
rights, etc.

4Mr. surphy asked the DGS/ORM asnd the Rutherfoord agency to prepare a paper
on the allocation of costs and the opportunities that exist for .reduction
of cost by claims control and safety.

r. Esenberg asked if VCU internally transferred money from their pzid loss
account to the hospitual for the treatment of an injured person? Mr. Chase
rcplied that VCU actually cancels the hopsital bills and by doing this they
find the actual cost. The bill for physician services is paid.



:logute Yiuaford said that "bssicolly I think the agencies want Lhe in-
surance program...l tinink that Risk iMonagement wants to provide...l think
they are very anxious for it to be actuarially sound but on the other

hzend...is it fiscally prudent to fund today something that is five to six
y2zrs down the roac...".

iir. Murphy asked Hr. Scott's response. #ir. Scott gave background informa-
tion on the program. In 1¢30 the program was started with a mandate that
in three years all ogencies would be in the program however this has not
hzppened. l!io precise loss data was avoilable until recently from the
Trzvelers Insurance Company. Once information was develope3d on the par-
ticipating agencies cond information providad from agencies outside the pro-
crar, DGS/CRM begon iooking at = paid loss concept. This was DGS/ORM's
uliimote objective by 1283, hewaver the date was changed to 1936 due to the
112K of particip=stion. ‘

In 1435 DGS/LRY is mandoted to ma%e = decision to continus ¢ pzid loss con-
c2pr or go into a s~if insurance progrom.

usc Joint koselution & wis enactad and DGS/0RM was cauzht by surprise.
cmium was based on payroll and as loss cxperience was deoveloped premium
sts want down.

Zcott suid ha felt now the2 program should be "professionally put
er with sound fiscal responsibility..."”

strouzh the conversion of the incurred loss coancept to @ paid loss concept,
t.2 Trust Fund renlized substantial monies. Hr. Scott emphasized that
interest is Loken by Lhe legisliture.

[GS/0R+ is trying to arrive at 2 common Zdenominator to bring cll agencies
into the program throuzh th> transition period. ¥Nr. Scott proposa2d to thz
coencies "wo will churge you to come into the program July, 1984 a rea-

sonzble figure based upon what your payout was this past year (or tus pre-

~

ccding year).”  If the a;on:ics agrec to o on a pre-funded concept, more

acncy mey be unseded i o later 4ate. By the utencics coming into t(h2 pro-
groT onow, Yha U3S/C0RN cun make o determination in 1535 if it is finnoncially
prudent Lo go s2lf Ilusursd or econtinuz on a poid loss concept.

“r. Lscnberg feels hc cen eoxplain how DGS/CHN has developed thneir figures
bascd on tha meoting but tic isn't sure he can uccomplish this goal regord-
ing th2 Rutherfoord's proposazl. MNr. Esenberg asked if the insured or tLhe
Rutherfoord ugency would be willing to provide some confirmation, in writ-
ing, as to how they developed estimates of the ultimate payout. This in-
formation is needed to develop a common base from which to compare the pro-
poszls. Mr. Rutherfoord restoted that they felt sure that proper and czp-
propriate matrix's were used. Mr. Esenberg expressed that further informa-
tion is needed to accomplish the task of comparison.

'r. Rutherfoord scid "basically we have a definite quotation from & rcli-
£l¢ insurancc company." lie further stated that they could furnish who the

undervriter was, their financial stability and their Standard and Poor's
rating.



- Hurphy recalled that Mr. Rutherfoord had said that the cost in their
yposal was for the first year. Mr. Rutherfoord added "each yecar the pre-

im is bound to change."

. Rutherfoord stated he could give his cost factors. It was docided that
. Rutherfoord will supply the cost factors to %Nr. Murphy and Mr. Escnberg
letter and he will also respond as to how 2ach agency's expericnce would

sreby generate that “zgency's cost.

. Rutherfoord stated he would prcfer to deliver his proposal to the Joint
bcommittee when it meets. ¥r. Murphy and Mr. Esenberg anticipate being
le to give the Joint Subcommittee an "apples to apples" comparison of the
oposals only if the responses to the questions asked of the Rutherfoord
ency are reccived. This includes a review of the proposal information.

Rutherfoord was requassted to submit the proposal to ﬁr. Esenberg cncd
‘urphy as Delegate unford indicated that the Joint Subcommittec would
be prepared to act on the propos2l if a2 comparison has not bzen mace.

Rutherfoord replied "Of course we'll give that some thought... w2'll
't bacx in touch with you.™

. was decided that Mr. Murphy and Mr. Esenberg will write a letter to Mr.
itherfoord requesting the desired information.

~. Hamner commented that the current program was not developed under the
w Procurement Act. It is anticipated that in 1986 bids or proposals will
2 solicited ct that time for workers' compensztion coverage.

he meeting was zdjournsed at 3:55 p.m.
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Exhibit A - Hine Questions

Did Mr. Rutherfoord's firm/Office of Risk Management recognizec that the
loss figures submitted by the eight self-insured agencies were primari-
ly unaudited, paid losses, and net incurred losses?

I1f this fact was recognized, did Mr. Rutherfoord's firm/Office of Risk

Management utilize any type of industry standard payout matrix to
dcvelop Lhe ultimate incurred losses?

Were underwriters actually contacted for & quote or .indication on the

cost of excess insurance?

If so,

() what loss figures were given?

(b) were the figures scparated into the cight separate agencies, or
were they provided in one lump sum?

{c) were the underwriters made aware that the figures represented only
paid losses (or incurred losses developed by Mr. Rutherfoord's
firm or the Office of Risk Management)?

(éd) were estimated payrolls provided to the underwriters, and were
these broken down by job class?

would %4r. Rutherfoord's firam/Office of Risk Management be so kind as to
provide a breskdown of total cost estimates including:

(s) estimated retained losses (by agency),
(b) claims administration costs (by agency)
(c) excess premium costs, indicating the per agency self-insured

retention level and the upper 11m1ts of the cxcess insurance for
each agency.

ahot procedure would be used by the service azency to pey losses (from
a bansg account funded by the agency, from a deposit fund held by the
service company utilizing monies paid to the service company by the
agency, and ma2intained at a specified level, etc.)?

Did Mr. Rutherfoord's firm/Office of Risk Hanagement discount the esti-

mated incurred loss figures to take advantage of any interest income
that may be earned by the agencies?

Did Mr. Rutherfoord's firm/Office of Risk Management figures represent
the total cost to the zgencies over a period of years until payments
are at iheir maximum retention, or did the figures represent the expec-
ted cash payments during only the first year of the program?

Is Mr. Rutherfoord's firm/Cffice of Risk Management recommending the

cstablishment of a funded reserve for actuarily computed incurred
losses?



D)

2)

4)

5)

6)

Exhibit B

Dr. Raymond Haas - University of Virginia - Objectives

To ledarn the cost assessment formulas and the data on which it was
based (Risk Management & Thomas Rutherfoord) if only so we can be more

‘effective.,

We want everyone to know there will be & continuing cost beyond current
premiums for past claims.

We want to be sure that the accuracy of the University of Virginia cost
data (as substantinted by Travelers') is unferstood.

“e need tolknow how claims will be usdministered because therein lie the
greatest potential for costs which are hard to foresee.

Any program must offer incentives for zood clazims management, Universi-
ty of Virginia wants to be excellent in that regard.

Unlike some State agencies, the costs of higher education institutions
are borne in part by students througzh tuition.

Th2 University of Virginia coes not oppose the State's program. de

would like to be a parl and nzed only to have our extra costs funded. Wwe
especiually commend the work of Mr. Hamner, lr. Scott and Mr. Williams -
they have been excellent to work with.



EXHIBIT II ~./044;;:>£f¢r525C:7_’
Thomas Rutherfoord, Inc. HE

insurance Agents and Brokers

HHame Ottice: One South Jetferson Street
P. O. Box 12748. Roanoke. Va 23028-2748
Telephone (703) 982-3511 Telex: 82-9419

Novenmber 8, 1983

Mr. E. Douglas Hamner, Jr., Director
Departrent of General Services

209 Ninth Street Office Building
Richmond, Virginia 23219

Dear Mr. Banmner:

We are in receipt and thank you for your letter of November 1, 1983.

Unfortunately, due to certain time parameters we will not be able
to respond in writing to the questions provided by Mr. Esenberg.

We would, however, expect to have this information in band for the
November 16th meeting.

Sincerely yours,

St /[1/(,4/4/«,

William M. Koehler
WMK/8lm

ccs The Bonorable C. Richard Cranwell
The Bonorable Joan H. Munford
Tke Honorable Virgil H. Goode, Jr.




EXHIBIT III

December 2, 1983

CERTIFIED MAIL

Mr. Thomas D. Rutherfoord

c/o Thomas D. Rutherfoord, Inc.
One South Jefferson Street

P. O. Box 12748

Roanoke, Virginia 24028-2748

Dear Mr. Rutherfoord:

At the meeting of interested parties called to formu-
late the most cost-effective method for certain state
agencies to enter the state-wide workers' compensation
program held Wednesday, November 16, 1983 chaired by us, you
and your associate, William M. Coehler, expressed a
reluctance to respond to our gquestions concerning the
pertinent parts of a program recommended by your firm for
the self insuring of workers' compensation by certain state
agencies. You had expressed your intention to deliver a
complete proposal to the Joint Subcommittee studying the
workers' compensation insurance program, HJR 8. Delegate
Joan H. Munford, Chairman of that Subcommittee, indicated
that the Joint Sub-Committee would not be prepared to act on
a proposal if a comparison had not been made. At that
juncture we stated we would submit our questions to you in
writing, the answers to which will then give us the
opportunity to make an indepth review (an apples to apples
comparison) of your proposal vs. the in-force program
administered by the Office of Risk Management. Unless
complete answers to all our questions are available from
you, then no comparison as intended by the Joint
Subcommittee can be made.

Although you responded generally to the questions
submitted to you by Mr. Hamner in his letter of November 1,
1983, those questions are attached as Exhibit I. We ask
that you respond in writing to each question. We also ask
that you complete Exhibit II in its entirety. In addition,
please respond to the following queries so a complete
analysis can be made of your proposal.

1. Is this a true self-insurance proposal; i.e., losses
paid by the self-insured up to a predetermined per loss



Mr.

Thomas D. Rutherfoord

Page 2
December 2, 1983

6.
7.

8.

10.

11.

limit above which excess insurance reponds? 1If not,
what type plan are you proposing?

Assuming this is a self-insurance proposal, what is the
per loss limit?

Is there an annual aggregate limit in the plan’ If so,

what is it? 1Is it an overall plan limit or is it a per
participant limit? :

Does the excess insurance provide coverage for marine,
longshoremen & harbor workers, employers' liability and
extraterritorial exposures?

In your plan, what is the basis of assumed losses?
Paid? Incurred?

What development factors, if any, have been used?
What trending factors, if any, have been used?

What claims handling service will be employed and what
is the basis for the claims handling charge; i.e.,
percentage of the claim or a predetermined per claim
charge? What percent or per claim charge?

How will the administrative fee charged by your firm be
determined? If it is included in the premium charged
for the excess insurance, please indicate the
percentage of the commission charged.

What underwriter will provide the excess insurance?
Please indicate the Bests rating and the Standard and
Poors ability to pay claims rating.

Since you stated the costs charged in your plan were
guaranteed, please provide the complete cancellatlon
clause under the excess policy.



Mr. Thomas D. Rutherfoord
Page 3
December 2, 1983

Your prompt response to these questions will enable us
to provide the Joint Subcommittee with the information it
has requested. Please address your replies to William H.
Murphy c/o Reynolds Metals Company, P. O. Box 27003, Richmond,
Virginia 23261.

Sincerely,

William H. Murphy

R. W. Esenberg

cc: Joan H. Munford, Chairman of Joint Subcommittee
Studying Workers' Compensation Self Insurance, HJR 8
H. Douglas Hamner, Jr., Director - Department of
General Services, Commonwealth of Virginia -



1.

2.

3.

6.

Exhibit I

‘Did Mr. Rutherfoord's firm/0ffice of Risk Management recognize that the

loss figures submitted by the eight self-insured agencies were primari-
ly unaudited, paid losses, and not incurred losses?

If this fact was recognized, did Mr. Rutherfoord's firm/Office of Risk
Management utilize any type of industry standard payout matrix to
develop the ultimate incurred losses?

Were underwriters sctually contacted for a quote or indication on the
cost of excess insurance?

(a) what loss figures were given?

(b) were the figures separated into the eight separgte agencies, or
were they provided in one lump sum?

(c) were the underwriters made aware that the figures represented only
paid losses (or incurred losses developed by Mr. Rutherfoord's
firm or the Office of Risk Management)?

(d) were estimated payrolls provided to the underwriters, and were

If so,these bdbroken down by job class?

Would Mr. Rutherfoord's firm/Office of Risk Management be so kind as to

provide a brezkdown of total cost estimates including:

(a) estimated retained losses (by agency),

(b) claims administration costs (by agency)

(c) excess premium costs, indicating the per agency self-insured
retention level and the upper limits of the excess insurance for
each sgency.

What procedure would be used by the service agency to pay losses (from
8 bank account funded by the agency, from a deposit fund held by the
service company utilizing monies paid to the service company by the
agency, and maintained at a specified level, etc.)?

Did Mr. Rutherfoord's firm/Office of Risk Management discount the esti-
mated incurred loss figures to take advantege of any interest income
that may be earned by the agencies?

Did Mr. Rutherfoord's firm/0Office of Risk Management figures represent
the total cost to the agencies over a period of years until payments
are at their maximum retention, or did the figures represent the expec-
ted cash payments during only the first year of the program?

Is Mr. Rutherfoord's firm/Office of Risk Management recommending the

establishment of a funded reserve for actuarily computed incurred
losses?



FIVE YEAR Ca FLOW EXHIBIT
SELF IN: NCE PLAN
WORKERS' _MPENSATION

First Second Third
Year_ Year__ Year

Exhibit

Fourth
Year

I. Payments on Loss Incurred

in the:
First Year
Second Year
Third Year
Fourth Year
Fifth Year

Total Payments In:

II. Other Costs

A)
B)
C)
D)

E)

Excess Insurance

Claims Handling Fee

Plan Administration Fee
including Loss Prevention
Services

Financial Guarantee Cost
(If Required)

Self Insurers' Tax
Total Other Costs

Total I & II

III. Payments on Prior Losses

Total Cash Flow

Fifth
Year_






