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Mission Statement

“To mitigate the state’s risk of financial loss from accidental loss and injury.”
Objective

To protect the financial assets and operations of the State of Alaska from accidental loss through
a comprehensive self-insurance program for normal and expected property and casualty claims
of high frequency and low severity combined with high limit broad form excess insurance
protection for catastrophic loss exposures.

Operations

Risk Management administers the self-insurance program for each State agency, covering all
sudden and accidental property and casualty claims. Annual assessments allocated by Risk
Management are the maximum each agency is called upon to pay, forestalling the need for
supplemental appropriation or disruption of vital state services after a major property loss,
adverse civil jury award, or significant workers’ compensation claim.

Risk Management also administers the Light Duty Return to Work program by working closely
with the injured employee, supervisor, treating physician, and workers’ compensation adjuster to
return employees to work in light duty status within their department once released by their
physician. This program motivates employees to return to their regular duties, reduces stress and
financial hardship, reduces workers’ compensation cost, and eliminates or reduces hiring and
training substitute employees.

With a present staff of five—Risk Management operates from the State Office building in
Juneau—serving a statewide constituency that includes all departments of the executive,
legislative and judicial branches of state government; all state boards and commissions; their
respective employees and members. The state risk management program affects many Alaskans,
from the injured state employee, to those who contract with state agencies (construction,
purchase, professional service and lease agreements), and all Alaskans that claim the state is
legally liable for their individual property damage or personal injury.

By effectively managing the state’s property and liability exposures through a comprehensive
self-insurance program, Risk Management expends less public funds than would be paid to
private insurance companies. An in-house claim administrator provides claim services for
property and third-party losses. A third-party administrator is utilized for workers’
compensation claim administration. All litigation is supported by in house defense counsel
assigned from the Torts and Workers’ Compensation Section of the Department of Law.



PROGRAMS

1) Insurance Administration

P roperty insurance with broad form all risk coverage (including earthquake and flood) is
provided on a stated value cost basis covering all state owned or leased real property (buildings)
and state owned personal property (business equipment and office contents including State
Museum fine arts), as well as all owned and non-owned aircraft, watercraft (Alaska Marine
Highway System ferries and other agency vessels).

Casualty coverage protects each state agency and their personnel from third party civil (Tort)
liability claims alleged to have arisen from combined liability; general (premises/operations),
automobile, professional (errors and omissions), medical malpractice, aviation (aircraft and
airport) or marine (crew and passenger injuries).

Specialty coverage — blanket public employee faithful performance and custom bonding,
accidental death and disability (including medical expenses) for volunteers, computer and
telephone fraud and foreign liability, etc. The State’s excess insurance programs continually
evolve — responding to new State activities, policy form offerings and current condition in
world reinsurance markets.

In FY2019 the state continues to completely self-insure all statutory workers’ compensation
claims as an authorized self-insured employer. The state also self-insures all of its
comprehensive casualty exposures; general liability (premises and operations), professional
liability (medical and legal malpractice) and automobile liability. The policies listed in the
following section have Self-Insured Retention (SIR) levels. SIR’s are the funds Risk
Management contributes to a claim prior to excess policies taking effect. Property risks are still
at an SIR of $1 million per claim; marine hull risks are at an SIR of $500,000 per claim; and
$250,000 per incident for airport and aircraft liability exposures. Policy limits of excess
insurance vary by risk; $1 billion for marine liabilities, $250 million for property (including a
sublimit of $50 million for earthquake and flood), $175 million for fine arts, and $500 million for
airport. The following page provides a brief overview of the FY2019 excess insurance program.

Many diverse domestic and international insurance companies and various Lloyd’s of London
underwriting syndicates and companies participate in the State of Alaska’s excess insurance
program.

Marketing of the State's insurance program is provided by Arthur J. Gallagher Risk Management
Services, one of the largest independent brokers in the world market. The State obtained the
independent actuarial assessment of the state insurance program required by A4S 37.05.287 (b)
from AMI Risk Consultants, Inc. Specialty computer software programs were supported by
Origami Risk LLC. All Risk Management professional service contracts are solicited through
formal request for proposals issued every five to seven years.



FY2019 PROPERTY/CASUALTY PROGRAM

COVERAGE

PROPERTY — all risk

owned/leased buildings incl. contents replacement

cost coverage
(Earthquake & Flood)

FINE ARTS - Premises
(Earthquake & Flood)

BOILER & MACHINERY

COMBINED LIABILITY (including

general liability, auto, professional liability,
medical malpractice, director & officers etc.)

WORKERS’ COMPENSATION

MARINE

Vessel Hull & Machinery
Marine P&I Legal Liabilities
Marine Pollution

FOREIGN LIABILITY

AVIATION LIABILITY
Airports
Aircraft

EMPLOYEE FIDELITY BOND /
FAITHFUL PERFORMANCE

SELF-INSURED
RETENTION

$1,000,000 each loss

5% subject to min, $1,000,000

$2,500
$10,000

$50,000

Self-insured

Authorized Self -Insured
Employer

$500,000
$500,000
$500,000

NIL

$250,000
$250,000

$500,000
$250,000

LIMITS OF INSURANCE

$250,000,000

$50,000,000

$175,000,000

$100,000,000

Statutory Benefit

Declared Values
$1,000,000,000

$1,000,000

$500,000,000
$25,000,000

$25,000,000
$5,000,000

This list is not detailed and does not include all policies for special exposures — there are policy extensions and
limitations not included in this statement — additional information concerning specific areas of coverage is
available from Risk Management on request. These policies extend to cover all State Departments except those
specifically excluded such as the Alaska Railroad, University of Alaska, and AHFC who administer their own

insurance programs.




2) Claims Adjusting and Litigation Management

By assuming all normal expected accidental loss, the State can optimize the cost efficiencies of a
self-insurance program and directly control the defense and settlement of its claims. Using our
own in-house claims administrator and independent insurance adjusting firms located throughout
the state, enables Risk Management to provide prompt investigation and fair settlement of
liability claims filed by the public and to give all injured state employees and their dependent’s
timely receipt of any benefits owed under workers’ compensation statutes. Replacement cost
funding is immediately arranged for prompt repair or renewal of state property and equipment
that is damaged or destroyed.

Penser North America, Inc. is the State’s third-party claims administrator for all workers’
compensation injury and illness claims filed by state employees; their office is in Anchorage,
Alaska.

Risk Management claim administrators oversee and manage the day-to-day activities of all
independent professionals handling state claims. Through an on-line interactive claims
information system, they are able to immediately determine the current status of any case and
view all payment and reserve transactions. Large or precedential claims are closely monitored
through detailed narrative status reports with direct supervision and control by the state. Risk
Management staff can audit claims in real time without leaving their desk, saving travel time and
expenses.

For litigated cases, Risk Management funds the Torts and Workers’ Compensation Section
within the Department of Law, presently fifteen assistant attorneys general and seven paralegal
positions. When a conflict of interest arises or if the current caseload demands it, a private
defense counsel is retained by individual professional service contract with authority of the
Department of Law.

Risk Management claims staff work closely with Department of Law legal staff on defense or
settlement decisions in all complex claims and litigation cases. Risk Management continues to
work with the Department of Law to modernize processes and make production of discovery
files more efficient for litigated workers’ compensation claims and conduct early case
assessments for tort claims.

3) Contract Review

A vital and basic cornerstone in any comprehensive Risk Management program is the transfer of
risk through careful consideration of terms and conditions used in all State contract agreements
(supply, service, lease, construction, and professional) to identify just a few. Indemnification
(hold-harmless) and specifically relevant insurance requirements are necessary to protect the
State from being held legally responsible to pay for the negligent acts of independent contractors
and other parties with whom the State has written contracts. Due to the wide variety of contract
forms, it is not possible to adopt a single standard or uniform format. Risk Management has
developed boilerplate forms (Appendix B1 and B2) to be used by State contracting officers as
guidelines in professional service agreements.



Modifications are made on an individual request basis, tailoring the final terms to the unique
activities of that agreement, considering availability and affordability of the requested insurance
coverage.

4) Cost of Risk Allocation

Risk Management's budget is funded entirely through inter-agency receipts annually billed each
agency through a Cost of Risk premium allocation system (CORA). The Risk Management
information system generates the annual cost of risk allocation to each agency reflecting their
proportionate share of the State’s overall cost of risk. Designed to achieve equitable distribution
of the self-insurance program costs, it factors exposure values subject to loss and considers the
past five years actual claims experience incurred by each department. For most cost of risk
allocations, 80% of the premium billing is based on the average of the past five years-actual
claims experience. This provides a direct fiscal incentive to each agency to reduce or control
their claim costs.

The program compiles an insured property inventory schedule of owned or leased buildings
used, or occupied, and reported to us by State agencies; recording age and type of building
construction, occupancy, fire protection services, sprinkler systems, and projected replacement
cost value. Individual premiums are then determined. In cases of multiple occupancy premium
allocation is made to each department based on square footage used.

Premium allocations for general liability and workers’ compensation are billed to each
department through payroll rates as shown later in this report. Additional breakouts to a second
tier divisional or institutional level are now being generated demonstrating to each agency those
units generating claims costs and also assisting in accurate and equitable distribution of the Risk
Management annual cost of risk allocation within each department. For greatest accuracy,
exposure component detail (payrolls, personnel, vehicles etc.) needs to be configured to the same
locations or divisional units used for claim location identification. Risk Management continues
to work with each agency to develop this information to improve the value of these reports to
better assist management comparisons of similar units and operations.

The CORA premium is collected through two methods from individual state agency operating
budgets. Reimbursable Services Agreements (RSA’s) are used for all categories of insurance
other than Workers' Compensation and Combined Liability (general, auto and professional)
which are assessed on a rate per $100 payroll - applied monthly to each agency’s actual payroll
until the allocated premium is paid. As each agency’s payroll generates the premium owed the
assessment is individually shut off.

The FY2019 actual rates used for payroll deductions are compared to FY2018 rates, which are
presented in Exhibit B2.



FY2019 Issues
Risk Financing:

Obtaining adequate financing to meet the ongoing demands of the State’s comprehensive self-
insurance program remains the highest and most prominent issue for Risk Management.
Exclusively funded by interagency receipts, Risk Management pays all claim settlements and
defense costs as they are due and payable, drawing from the Catastrophic Reserve Account
(CRA) whenever there is insufficient appropriation to meet ongoing claim obligations.

This account is annually refilled by two methods. First, any remaining Risk Management
operating appropriation is transferred into the account. Second, a year-end "sweep" of
unexpended lapsing state general funds from other state agency operating budgets may be
collected if there is less than a $5 million unencumbered balance in the fund at fiscal year-end.

Due to the international catastrophic claims during CY2017 and 2018, we will be experiencing
market hardening in the world reinsurance and excess markets for FY2020 renewals. State
property brokers have indicated we may experience increases of 10% or higher, however, with
the State’s excellent loss record, and meetings with the market, we are anticipating only slight
increases at renewal.

1. Asrequired by Alaska Statute 37.05.287 (b) an independent casualty actuary annually
estimates future payments of loss and allocated loss adjustment expense for the State of
Alaska’s self-insurance program. In their report dated October 29, 2018, AMI Risk
Consultants, Inc., estimated expected claim payments in FY2019 to be $33,147,000 and
predict the state will ultimately pay $144,382,000 for outstanding losses as of June 30,
2020.

2. The following two Exhibits A1 and A2 are from the October 29, 2018, AMI Risk
Consultants, Inc., Annual Actuarial Report.

State Catastrophe Insurance Reserve Account

This fund, authorized under A4S 37.05.289, is limited to a maximum of $5 million unencumbered,
is first replenished by any lapsing Risk Management funds, and then by other agency lapsing
general fund appropriation. When enacted in 1987, this fund was intended to pay only the rare
large loss. As detailed above, this account has been used to pay the more frequent smaller claims
when the Risk Management appropriation has been depleted.

From FY 1990 through FY2018, over $143 million has been withdrawn from the catastrophe
reserve fund or by other direct appropriation to pay claim settlements — see Exhibit B1.

Exhibit B8 shows the authorized budget and actual expenditure comparison for FY2009 -
FY2018.



Exhibits C3 thru C7 contain pie charts with graph data illustrating a breakout by department of
the last five-year cumulative loss history in Alaska Marine Highway System ferries marine hull
claims (by vessel), Workers’ Compensation, General Liability, Auto Liability claim cost, and
Airport/Aircraft losses.

Exhibits C8 and C9, again broken down by Department, show the frequency and severity per
100 full time employees (FTE) on an annual basis (based on actual paid costs). For FY2018, the
frequency and severity levels show a minor decrease in claim costs and in frequency per 100
FTE’s from the previous year. We continue to find that each department has an interest in and
pay close attention to the management of their workers’ compensation risk exposures, which
seems to be maintaining medical costs, as seen by Exhibit C11.

Exhibit C10 shows the cost per hundred to insure the State of Alaska property. This exhibit
shows Risk Management has been able, through our broker, to keep the cost per/$100 of value at
a very low level during the past five years.

Exhibit C12 provides a FY2018 pie chart with graph data illustrating the number of eligible
injured employees with those we assisted in returning to light duty work and savings in Workers’
Compensation cost.

The Risk Management information system can generate many varied forms of analytical reports
that can demonstrate costs per line of coverage, loss patterns, and cause of accidents or injury
trends. The staff would be glad to respond to any request for customized reports or specific
information tailored to the needs of individual agencies.



Exhibit A1

Conclusions
(continued)

Funding for New Claims Occurring During Future Fiscal Years

Our estimated funding for the ultimate cost of new claims occurring during
the next three fiscal years is as follows.

Estimated Ultimate Losses for New Claims

At the Expected Confidence Level

($000°s)

For Fiscal Year 2018/2019

Coverage Undiscounted Discounted at 3.0%
Workers' Compensation $26,129 $22,544
General Liability 5,005 4,389
Automobile Liability 308 293
Marine 630 600
Aviation 317 298
Property 758 730
Total $33,147 $28,854

For Fiscal Year 2019/2020

Coverage Undiscounted Discounted at 3.0%
Workers' Compensation $26,522 $22,883
General Liability 5,099 4,472
Automobile Liability 312 297
Marine 668 636
Aviation 321 302
Property 804 775
Total $33,726 $29,365

For Fiscal Year 2020/2021

Coverage Undiscounted Discounted at 3.0%
Workers' Compensation $26,922 $23,228
General Liability 5,194 4,555
Automobile Liability 317 301
Marine 709 675
Aviation 326 306
Property 853 822
Total $34,321 $29,887

Estimates for other confidence levels are shown in the Summary Exhibit,
Pages 2A to 2C of the Actuarial Exhibits immediately following this written
report.




Exhibit A2

Con C.IIJSI ons Estimated Outsta;;ilonngSIlilr;szlzl;]lltles at Retention
(continued) Expected Confidence Level
($000°s)
Coverage Undiscounted Discounted at 3.0%
Workers' Compensation $148,697 $122,121
General Liability 21,708 20,022
Automobile Liability 397 383
Marine 812 787
Aviation 482 463
Property 618 607
Total $172,714 $144,382

Estimated Outstanding Claim Liabilities at Retention

As of June 30, 2021
Expected Confidence Level
($000°s)

Coverage Undiscounted Discounted at 3.0%
Workers' Compensation $147,874 $121,552
General Liability 21,528 19,860
Automobile Liability 385 372
Marine 810 785
Aviation 514 494
Property 649 637
Total $171,761 $143,698

Estimates for other confidence levels are shown in the Summary Exhibit,
Pages 1B to 1D of the Actuarial Exhibits immediately following this written
report.
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Marine Hull

Claim: AMHS Columbia — Bow Thruster Compartment Fire  Date of Loss: 06/29/2018
Initial Claim Reserve: $200,000.00 Expenses to Date: $0.00
Description: Fire in the bow Thruster compartment due to a blocked exhaust

Status: Claim is currently ongoing, pending proof of repair and payment

BT Silencer — side view with visual singe marks

Deformed Outboard
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Property
Claim: DOL&WD — AVTEC Dorm Pipe Failure Date of Loss: 07/17/2017

Initial Claim Reserve: $550,000.00 Expenses to Date: $179,331.65
Description: A hot water return pipe ruptured and damaged flooring in dorm rooms and hallway.

Status: Repairs completed. Claim closing.

%,

Water damage unr subflooring rawlspace
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Property
Claim: Anchorage Earthquake November 2018 Date of Loss: 11/30/2018
Rolling total of damages: Approx. $5.7 Mil. Expenses to Date: $0.00
Description: Magnitude 7.1 Earthquake hit Anchorage

Status: Repairs are ongoing with over 100 state owned buildings and structures affected.

i
.'

¥

1 T

Visual structural and cosmetic separation at walls and floors
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