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	Expenditures
	
	Revenues
	
	FTEs
	
	TLTs

	2021-2022 Revised Budget
	
	$131,709,552
	
	$83,511,262
	
	26.5
	
	1.0

	2023-2024 Base Budget Adjust.
	
	($34,991,192)
	
	$64,915,382
	
	0.0
	
	(1.0)

	2023-2024 Decision Packages
	
	$19,638,858
	
	$421,104
	
	1.0 
	
	1.0 

	2023-2024 Proposed Budget
	
	$116,358,000
	
	$148,848,000
	
	27.5
	
	1.0

	% Change from prior biennium
	
	(11.7%)
	
	
	
	
	
	

	Dec. Pkg. as % of prior biennium
	
	15.0%
	
	
	
	
	
	

	Major Revenue Sources: ORMS Internal Service Rate

	Base Budget Assumptions: (1) Updated actuarial forecast for claims and loss; 
(2) annualize supplemental changes; (3) update personnel rates including 4.5% GWI increase for 2023 and 2024; and (4) 2.5% inflation rate.



DESCRIPTION

The Office of Risk Management Services (ORMS) manages the county’s self-insurance program and all supplemental insurance coverages, investigates and resolves claims filed against the county, advises county agencies on liability related to contracts, and recovers compensation for damages caused by others to county assets. Through the enterprise risk management program/loss control program, ORMS collaborates with county departments to identify areas of potential loss and recommend strategies to reduce exposure to liability.

ORMS is an internal service agency and is supported by an internal service rate that is charged to all county departments and agencies to cover insurance premiums and claim costs.
SUMMARY OF PROPOSED BUDGET AND CHANGES

The 2023-2024 Proposed Biennial Budget would appropriate about $116 million to ORMS. This is a 11.7% net decrease from the 2021-2022 Revised Biennial Budget. The 2021-2022 biennium included an unprecedented number of claims which are not estimated to continue at the same level in the 2023-2024 biennium, and thus a net decrease. However, the 2023-2024 Proposed Budget would still include a $19 million increase in new expenditures. Of the total $19 million, $17 million would cover estimated increases to insurance premiums and claim costs.

The county has been experiencing a rise in claims across the nation and in the county due to social inflation[footnoteRef:1] and nuclear verdicts[footnoteRef:2]. In 2021, the county resolved 33 claims with payments at or above $100,000 compared to the past 5 years, where the county averaged 19 claims per year over $100,000. Moreover, claims costs rose 84% during 2021 compared to 2020. [1:  According to Risk Management Fund Update Briefing, ‘Social Inflation’ is driven by divisions in society, a distrust of corporations and governments. This has resulted in more liberal treatment of claims by courts, judges, and juries. Jurors have become less sensitive to high dollar figures and feel empowered to act on their frustrations.]  [2:  According to Risk Management Fund Update Briefing, ‘Nuclear verdicts’ defined as an exceptionally high jury award that surpasses what should be a reasonable amount. For example, a King County jury awarded $150 million to 5 victims of a construction crane collapse in the City of Seattle.] 


The county holds its own self-insurance program covering various liabilities, professional malpractice, police professionals, and public officials’ errors and omissions. However, the county also purchases reinsurance and excess liability insurance and maintains various other insurance policies to cover cyber liability, property insurance, excess workers’ compensation insurance, fiduciary liability insurance, and marine insurance. Due to the increasing challenge to the global insurance market due to large liability claims, catastrophic property losses, and increased frequency of cyber ransomware attacks, the county’s insurance costs have been impacted by higher deductibles, decreased limits, and higher premiums due to exposures and loss experience in areas of national concern such as law enforcement and transportation.

Based on actuarial amounts, executive staff state that it would take over two biennia to mitigate the increased risk management costs and maintain the ORMS fund balance at a minimum of 75% of the actuarially determined reserve amounts as required by the county’s financial management reserve policies. In July 2022, the council appropriated $35 million in the 2021 2nd Omnibus to reduce the gap to reach the required reserve level and mitigate the rise of the county’s risk management costs. The appropriation was funded with a 53% increase to the risk management internal service rates to all county departments/agencies.[footnoteRef:3]  [3:  The county’s risk management internal service rate for the 2021-2022 biennium is comprised of the following: (a) Claims – 41%, (b) Insurance Premiums – 41%, and (c) ORMS Administration – 18%. Claim rates are calculated based on 5-year claim history (uncapped) plus reserves on open claims (capped at $250,000). Insurance premiums and ORMS administration rates are calculated based on agency’s property values, number of FTEs, number of claims, and claim allocation methods.] 


In July, the executive alerted council that it planned to propose an additional 40.5% increase to the risk management internal service rate for the 2023-2024 proposed biennial budget. However, the proposed increase would be closer to 77.7%. This increased rate would support the $19 million of increased proposed appropriation and get the ORMS fund balance closer to the required reserve levels. However, the financial plan still shows a $24 million shortfall to maintain the required reserve level.

KEY ISSUES

No key issues have been identified by staff.
