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SUBMITTAL TO THE BOARD OF SUPERVISORS
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA

SUBMITTAL DATE:
January 17, 2006

SUBJECT: Human Resources Internal Service Fund Rate for Fiscal Year 2006-2007

FROM: Human Resources Department

RECOMMENDED MOTION: That the Board of Supervisors approve the Assistant County Executive
Officer/Human Resources Director's recommendation for Internal Service Fund rates for Workers'
Compensation, Medical Malpractice, General/Auto Liability, Property Insurance, Unemployment
Compensation, Short-Term Disability and Long-Term Disability.

BACKGROUND: The County maintains Internal Service Funds (ISF's) for Board of Supervisors'
authorized and/or legally required insurance programs. Each program is composed of a unique
combination of self-insurance, excess insurance, self-administration, outsourced administration and
limits of coverage. The Board approved a plan in 1997 that required the minimum annual funding of

these ISF's be set at a 70% confidence level.

Ronald W. Komers
Asst. County Executive Officer/Human Resources Dir.

Current F.Y. Total Cost: $ In Current Year Budget:
FINANCIAL Current F.Y. Net County Cost: $ Budget Adjustment:
DATA Annual Net County Cost: $ For Fiscal Year: 2006-07
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Background (continued):

Confidence level is the probability that the fund will be able to meet claim obligations for the projected
year. The 1997 approved plan also included provisions that required:

e Each fund to be fully funded, at a minimum, for its “ultimate” expected liability each year on
a go-forward basis (all estimated costs on all reported claims, plus estimated costs for
claims that have occurred but are not yet reported (IBNR), as well as administrative costs).

e No reduction of cash reserves will be allowed except for payment of claims.

The allocations that departments pay for Workers’ Compensation, Medical Malpractice and General
Liability are calculated in the manner required by the State Controller's Office. The Controller requires
distribution of each ISF program’s costs to be based upon a combination of each department’s loss
experience, or claims history, and exposure with strong emphasis on loss experience. The
recommended allocations attached hereto are based upon 80% weighting for loss experience and 20%
for payroll/exposure.

Workers’ Compensation Insurance (WC)

Our Workers' Compensation program is self-funded for the first $2,000,000 of each claim. Excess
insurance is provided through the California State Association of Counties — Excess Insurance Authority
(CSAC-EIA) for amounts above our self-insured level. For calculation of the cost distribution to
departments, losses are capped at $500,000 per claim; as a result, a department will be responsible, up
to the cap amount, for each claim. Amounts paid on a single claim in excess of the cap amounts are
allocated to the entire County on a pro-rata basis. Claims are self-administered by the County Human
Resources Workers’ Compensation Division. The rates presented herein are calculated by the actuary
to achieve the 70% confidence level on a go-forward basis.

We are pleased to report that overall WC rates will be reduced by $3.19 million for Fiscal Year 2006-
2007. The decrease in paid claims and subsequent rate decrease may be attributed to legislative
changes, fraud identification, the Health Care Organization (HCO), the return-to-work pilot program,
repetitive motion injury treatment, and other cost-reduction efforts. The rates also eliminate that fund’s
deficit two years earlier than anticipated. See attachment A for the WC cost allocation by department.

Medical Malpractice Insurance

Our Medical Malpractice program provides coverage for Riverside County Regional Medical Center,
Mental Health, Department of Public Health, Exclusive Care, Employee Assistance Program and
Occupational Health. The program is self-insured for the first $1,100,000 of each claim with excess
insurance provided by CSAC-EIA. For calculation of the cost distribution, losses are capped at
$1,100,000 per claim. Claims are self-administered by the County Human Resources Risk Management
Division. The rates are calculated by the actuary to achieve the 70% confidence level on a go-forward
basis.

Medical Malpractice rates are increasing from $4.3 million to $6.1 million (a 43% increase) for FY 06-07.
This rate increase is due to enhanced exposures because of the County’s increasingly complex and
specialized health programs. The rates reflect insufficient fund balances in anticipation of future claims.
To date, we have not experienced a year where the fund was incapable of paying all claims that came
due; however, if we did experience a shortfall, any additional funds would have to come from the
General Fund.
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The proposed allocation represents the first of a three-year plan. A multi-year funding plan reduces the
fluctuations in funding requirements over time when compared to repeated one-year funding
calculations. Attachment B contains the cost allocation by department.

General Liability/Auto Liability Insurance

The General Liability/Auto Liability program is self-insured for the first $1,000,000 of each claim. Excess
insurance is provided for amounts above our self-insured retention by CSAC-EIA. For calculation of
cost allocation to departments, claims are capped at $150,000 per claim for small departments,
$500,000 per claim for medium-sized departments, and $1,000,000 for large departments. Claims for
this program are self-administered by the County Human Resources Risk Management Division. The
rates are calculated by the actuary to achieve the 70% confidence level on a go-forward basis. Starting
with Fiscal Year 2006-2007 this program will begin the second year of a three-year funding program.

For Fiscal Year 2006-2007 the General Liability ISF program costs are increasing by 23% (from $16.6
million to $20.4 million). The increase is due to a combination of trends including: increases in total
outstanding claim reserves over the last three years, an upward trend in the number of claims received,
and an upward trend in the number of large claims (over $100,000) in three of the last four years. This
upward trend is attributable to the rapid growth and urbanization of Riverside County. It is common for
urban counties, as opposed to more rural counties, to experience more frequent, expensive claims as a
result of increased use of infrastructure and increased litigiousness. Attachment B contains the cost
allocation by department.

Property Insurance

The County’s Property program is fully insured with various levels of deductibles based on the coverage.
Deductibles are paid by each department as the loss occurs. In addition to covering the County’s real
and personal property, the program covers all buildings with a value of $1,000,000 or more for
earthquake coverage. The Property fund also includes the cost to administer the fund as well as the
cost of other lines of insurance such as: Faithful Performance/Crime Coverage, Course of Construction,
and Watercraft Hull and Liability. The Property ISF costs are allocated to departments on a pro rata
basis based upon the relative square footage maintained by each department.

The County’s scheduled property values, for insurance purposes, are on a replacement cost basis with a
CSAC-EIA required appraisal every five years. The County’'s last appraisal was done in the
spring/summer of 2005. The Property allocation is estimated to decrease 12% (from $5.12 million to
$4.87 million) this year due to adjustments in the ISF Fund balance and changes in the insurance
market. Attachment B contains the cost allocation by department.

Short-Term Disability Insurance

The rate for Short-Term Disability (STD) insurance will increase from .90% to 1.0% of gross salary for
Fiscal Year 2006-2007. STD insurance covers most employee groups who accrue sick leave time. The
plan is self-funded and is in need of a benefits adjustment to reflect cost-of-living changes.

Long-Term Disability Insurance

An increase to the rate for Long-Term Disability (LTD) was approved by the Board of Supervisors in
June 2005. The rate of 1.008% of gross salary is guaranteed until December 2006. If there is a rate
increase for insurance coverage after this time, another Board action will be presented for approval.
LTD insurance is provided to certain groups of employees on a fully insured basis.
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Unemployment Insurance

The annual review of this fund indicates that the rate and fund reserve are adequate and do not require
a change for Fiscal Year 2006-2007. This is a self-funded benefit program.

Temporary Assignment Program

1. The current rate of 22.9% will remain for Fiscal Year 2006-2007. The annual analysis indicates
that the program rate and cash reserve is adequate to support current services
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