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December 31, 2003

The Honorable Cynthia Sullivan

Chair, King County Council

Room 1200

C O U R T H O U S E

Dear Councilmember Sullivan:

Enclosed is a proposed supplemental budget appropriation ordinance, providing $1.5 million for the Safety and Workers' Compensation fund to cover unanticipated costs in excess of its current 2003 budget authority.  Because the Safety and Worker’s Compensation fund is an Internal Service fund, which carries a fund balance in excess of $8 million, there are sufficient monies to cover this supplemental appropriation.

King County self insures its Safety and Workers Compensation program.  The expenditure request in the 2003 Adopted Budget was based on actuarial predictions made after the 2001 claim year.  An outside actuary, Fallquist Actuaries, provides projections for both workers compensation and the County’s risk management pool.  While Fallquist has a history of providing extremely accurate projections, 2003 presented challenges due in large part to the reasons outlined below.
Factors resulting in higher than expected 2003 costs/expenditures are:

· Claims Cost - Although the numbers of workers’ compensation claims have remained relatively constant, the cost per claim has increased 14% over 2002 due primarily to medical costs.   The dramatic upward trend in medical-related costs that is seen in the County’s self-insured medical benefits fund is also seen in a portion of workers compensation claim costs.

Additionally, time loss wage replacement payments to injured workers, which make up the largest component of claims costs, ran high.  In the past, the “time loss wages” component of workers’ compensation claims (wages paid to workers to compensate them while they cannot work) did not include overtime pay or health benefit costs.  However, recent court decisions and Washington Department of Labor and Industry (L&I) rulings require that employers recalculate and pay time loss wages that include both estimated overtime and health benefit costs.  The overtime calculation is based on an average of overtime hours that reflect a pattern of hours worked for the twelve-month period prior to the injury.  This L&I ruling affected over 2200 claims.  Most of these retroactive payments were processed in the 3rd and 4th quarters of 2003 and will result in an increase in payment costs over actuarial predictions.  Estimated claim costs are expected to be 9% ($1.3 million) over actuarial predictions.

· L&I Assessments – This assessment is the County’s share of the costs associated with the regulation of all self-insured employers and includes state personnel costs.  This assessment is paid by all self-insured employers and is assessed on the basis of claim costs.  Due to the unexpected increase in claim costs this assessment was also more than expected.  These are paid on a quarterly basis and the assessment rate is set after each quarter.  The third quarter payment was made at the end of November and was higher than expected.  The fourth quarter 2003 payment will be made in February 2004, and it is predicted to also be higher than expected.  The assessments paid to the State will be approximately 6% ($200,000) more than was budgeted.  

Fluctuations in costs and numbers are a normal part of any claims related business.  For the 1st and 2nd quarters of 2003, actual costs appeared to be consistent with actuarial estimates.  However, 3rd and 4th quarters resulted in higher than expected claim costs as noted above.  This trend was not evident prior to the cutoff date for 4th quarter supplemental requests.  

Sending a supplemental appropriation request at this late date is an unfortunate consequence of managing internal services funds affected by volatile cost factors such as medical costs and insurance.  I have asked my staff to consider adjustments to this fund’s financial plan that could eliminate recurrence of the need for supplemental funding requests.  At this time, we are heavily favoring an additional contingency account of 10% that could be established for the Safety and Workers Compensation Fund for 2004.  These monies would allow the fund to respond to natural fluctuations in the market without the need to request supplemental appropriations.  A similar strategy was adopted in the 2004 budget for the Employee Benefits Fund.  My staff is currently conducting further analysis on this strategy and other possibilities.  We will present the findings and a proposal to the Council in the first half of 2004.

Thank you for your consideration of this supplemental funding ordinance.  Safety and Workers Compensation is a program designed to ensure fair treatment for those employees injured on the job and improved working conditions for all County employees.  

If you have questions, please contact Paul Tanaka, County Administrative Officer, Department of Executive Services, at (206) 296-3824, or Steve Call, Director, Office of Management and Budget, at (206) 296-3434.  

I certify that funds are available.

Sincerely,

Ron Sims

King County Executive
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  Rebecha Cusack, Lead Staff, BFM Committee
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Steve Call, Director, Office of Management and Budget


Paul Tanaka, County Administrative Officer, Department of Executive Services (DES)


Anita Whitfield, Division Director, Human Resources Division, DES


Tim Drangsholt, Manager, Safety and Claims, Human Resources Division, DES

