ASSEMBLY CHAIR
John Nygren

SENATE CHAIR
Alberta Darling

317 East, State Capitol
P.O. Box 7882
Madison, WI 33707-7882
Phone: (608) 266-5830

309 East, State Capitol
P.O. Box 8593
Madison, WE 53708-8953
Phone: (608)266-2343

Joint Committee on Finance

MEMORANDUM

To: Members
Joint Committee on Finance

From: Senator Alberta Darling
Representative John Nygren

Date: December 5, 2018
Re: 5. 16.515/16.505(2), Stals. Request

Attached is a copy of a request from the Department of Administration,
received December 5, 2018, pursuant to s. 16.515/16.505(2), Stats.

Please review the material and nofify Senator Darling or Representative Nygren
no later than Wednesday, December 26, 2018, if you have any concerns about
the reqguest or if you would like the Committee to meet formally to consider it.

Also, please contact us if you need further information.

Aftachments
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STATE OF WISCONSIN
DEPARTMENT OF ADMINISTRATION

Scott Walker, Governor
Ellen Nowak, Seciatary

Date:  December 5, 2018

[
To:  TheHonorahle Alberta Darlig, Co-Chair’ ey
loint Committee on Finance.

-The Honorable: John Nygren; Co-Chalr:
loint Committee on Finance

From:  Ellen € Nowak, Secretary £/ 4
Department of Administration.

‘Subject: 5. 16,515/16.505(2) Request(s)
Enclosed are reqaest(s} that have been approved by this department under the autharity granted”

ins. 16 535 and 5. 16.505(2). The explanatian for each request | is iﬂClltdEd inthe attached
mater;als Listed-below is a summary of each item:

AGENCY . DESCRIFTION. AMOUNT fa13 AMOUNT  FIE
DOK Risk- managément $1L412500
20505(2Kk) . administration
As-provided iri 5. 16.515, the request(s) will be approved op December 28, 2018 ‘-J

uniess we are notified priorto thattime that the Joint Committee an Finance wishes to meet in
formal: sesslon about any of the requasts

Pleage contact Kirsten Grinde. at 266-1353, orthe-analyst who reviewed the request in theDivisian.
‘of Exetutive Budget and Finance, if you have any additional guestions.

Attachments

Office of the Secretary, Past Qﬁ‘ca Ba’x 7864, Madﬁsm Wi 53707-7864.
Varoe‘ [EBSJ 255—1741 | Fax:{BDE) 2&‘?‘~3842 } TI'Y {EQB} 26}'=9$29 l Eiuh Wi GGV
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EQRRESPQNDENCE}Memor&Rdum _ ‘State of Wisconsin
- Department of Administration
Date; Ncuembgr 30, 2018.
To: Waylon Hurlburt
Froms:: Derek Sherwin
Subjéct: Section 16.515

Attaehcdis a’'s. 16.515 request analysis for your approval and.pmc:es_sing; Listed.
‘below s a sunimary of gach item: o

DOA RECOMMENDATION: :

201714 RO 1Y
AGENCY - DESCRIPTION AMOUNT FIE ANOUNT N
DDA Risk maitagerent ' 1,412,500 "
20.805(3) (ki) . administration '

AGENCY REQUEST:
AGENCY DESCRIPTION AMOUNT FIE AMOUNT FIE
DOA  °  Risk‘mapagement T 1,412,800

20.505(2){ki)  administration.

WRH APPROVAL Hﬂ& (FORWARD 7O GAIL TAPPEN)




STATE OF WISCONSIN
DEPARTMENT OF ADMINISTRATION
Scott Walker, Governor

Ellen Nowak; Secretary-
-Waylon Hurlburt, Administrator:

Date: Novémber 30, 2018

To:  Ellen Nowak, Secretary
Departiment of Administration

From: Dﬁt’ﬁk‘ Sherwin _
Executive Policy and Budget Analyst

Subject: Request Under s. 16515 from the Department of Admiriistration for
' increased expendlmm authority to cover excess insurande premiums paid.
by-the:department.

Rﬁg !1!‘:5’.!‘..: :

“The Department of Admiinistration requests additional expenditure authority of
$1,412,500 PR in fiscal year 2018-19 for the risk managemerit admiiﬁstr&nan
.apprapraatwn under-s; 20 5&5(2! ki),

Revenue Sources for Approp rintion|s}:

The program revenue appropriation for risk fmanagement . administration under

8 20, 505(2)(ki) is funded from revenue annually transferred from thérisk
Ianagetnent costs: apprapnatmn under s, 20.505({2)(k}, which is funded from charges
to.state agencies for {a) paying. claims for losses of; cand damagﬂ to, state property;
(b} seftlements of state liability; (¢} state employer costs for worker's. compensation.
‘cialms of state employees; and (d) related: administrative costs.

‘Background:

’Thﬁ D&partment of Admxmstmtmn managesa. sell-funded risk management program
to insure state agencies against habmty, property and worker's campcnsatmn losses:
Cweragﬁ is provided to all state agencles, lunded by an anrival premiuni based orl
prior lossesand curmnt expﬂsum The state also purﬁhasm €XCESS Coverage: from
private insurance carriers.to provide coverage for losses in excess of self-funded.
coverage for the: property and liability programs.

The department estimates that excess insurance premiums will- total $8,705,000
.durmg fiscal year 2018-19; Large state government losses during fiscal year 2016-17
and overall market pricing pressures have restlted in significant excess insurance

'premlum costiincreases.

Due to the \rsiatlhty of extess insurance premiums and the unpredictability of
insurable- events, there have been several adjustments to the appropnatmn under
-8, 20.313(2){Ki] over the past several years., During fisgal year 2015-16, theJoint

Division of Executive Budget and Finahce, Post Office Box 7864, Madison, Wi 53707-7864
Voles: (GOB} 2661735 | Faxy fEOS} 26T0312 | TV {608} 267-9629 i DOAWEGODV
W!SCDNSfW IS OPEN FOR BUSINESS




Ellen Nowak, Secretary
Page 2.
‘November 30, 2018

Committee on Finance approved a request under 5. 16,515 that increased the
expenditure. ELuthﬂl’lt}f in the appropriation by $561,100 PR in fiscal year 2015- 16 and
$1,894,900 PR in fispal year 2016-17, The 2017-19 biennial budget reduced the
utiallotted reserveline by $557,500 annuallyto 1,442,500 anntially after adoptmg
the department’s 2015 Wisconsin Act 201 reduction’ proposai Jbut-did net convert the
appropriation from ahnualto continuing as requested in the Governor's Exécutive
Budgetg

THe department estimates that the cost for excess insurance premmiums will constilute
“71.8 percent of fiscal year 2018-19 costs:in the Appropriation under s; 20, 5@5( ) ey
“The departnient has already transferred $1,442,500 of unallotted reserve expenditure
..authcrzty o the supplies and servicss line, which will partially olfset the higher
premium payments This appmpmatmn also funds other costs necessary for the
adinistration of therisk: rmenagement pmgrarn; mc:hulmg the salary and fringe
benefits costs for: 15, 45 FTE positions.

Analysis:

'Prtmmms for excess property instrance have increased. sigmﬁcant:iy sitice: ﬁsaal
year 2012-13. Specifically, property losses near the end of fiscal year 2016-17,
fmcludmg a fire at the University of Wiscorisin-Milwaukee. Peck School of the Arts ard
varions starem: related damage throughout the state; including. stgmfica,nt darage-at
the University of Wisconein-Stevens Point, have increased the use of the exgess
property insurance coverage. The state expectsto retover appmmmate}y $8.1 millipn
during the current bigrinium from excess property i INSUrance carriers for losses that
occurred during fizcal year 2016-17, Nationwide property insurance market
“conditiohs have been impacted’ by recent catastmphm ‘htirricane losses, which have
-contributed te increased excess property insurance premivms,

Premiums for excess lability insurance have also Increased substantially ovér the past
several fiscal years. Between fiscal years 2017-18 and 2018-19, excess liability
‘insurance premium costs paid by the department have increased 90 percent; batweeri
fiscal years 2015- 1? and 2018-19, tHese Gosts have increased 278 percent. Gizums
‘reported by the state and general market conditions Have driven up liability | msurance
premium cost increases. during recent years. Forexample, during fiscal year 2017- 18,
-an $18.9 million claim involving-the Department of Corrections was. settled and pﬂld
Iri addition, nationwide trends attributed to several risl fa.ctors. inchiding. sexital
misconductclaims and pelice brutality a Iagatmnﬁ, wntr;bu ted to gverall excess.
liability insurance: jmcing pressures.

The risk managetesf progiam has already’ taken sleps to miitigate the'increases,
‘mctuz:hng increasing the self-funded retention dmount {the amount that must be used -
prior to.wse ol exeess insurance] from $2.7 million'to $5 million and increasing the.
de:ducuhie from $25,000 to $100, 000 during the previous biennium.

The department has also curtaﬁed costs from this apgmpna&mn -during fiscal year
2018:19, by redumng funding for property loss control activities and the s:afﬁty




Ellen Nowalk, Secretary.
Page 3
November 30, 2018

However, exzstmg cxpendnura a.uth,arxty and reductxons m current spendmg are
msufﬁcmnt to cover thc increased premium costs,

Without an increase to expendifure authaority inn the risk managemani adminisiration
appropnatwn the: department would be unable to pay the premitums for its. property’
and liability excess property insurance. Thiswould expose the state to lrereased risk
of significant loss in Lhe case of accidents, fire and weather evenis that cause damage
to state-gwned pmperty that exceed tle aelf«l‘unded rigk managemant limits. The
departmem would also be forsed to renege on contracts that are funded. through the
apprapriation:

Recommendation:
Approve the request.,

Prepared by: Derek: Sherwin
266 3382




STATE OF WISCONSIN
DEPARTMENT OF ADMINISTRATION

ADE’?&?}: F'I%?'TON Scott'Walker, Governor

W Elieh Nowak, Secretary

Date: Novembet 26, 2018

To: ' Waylon Hurlburt, Administrator
Division of Exectitive Budget anid Finance

From: Ellen Nowak, Secretary’
Department of Administr:

BSubject:  Request for Expenditure Authority Increase Under s. 16.515

REQUEST

The Department of Admlmstratmn requests an increase of $1,412, 500 i1 PR expenditure
authority in the DEpartment s risk mansgement administration appropriation under s,

20.505(2) (ki), Wis. Stats., in fiscal year 2018-19, The request is necessary to provide for
increased excess msuraﬂce premiums paid by the Department for the FY19 policy period.

BACKGROUND

The Department operates a sell-funded risk management: program to insure against
,hablhty, property and wotker’s compehsation losses. Coverage is provided to state
‘agencies, funded by an annual premium generally based on prior losses and currerit
exposure. Costs for the administration of the risk meanagement program are paid from the
appropnatwn under s. 20.508 {2) (ki), Wis. Stats., Risk management administration.

Costs 1in this appropriation include excess insurance premiums. This cost compnses
71.8% of the total FY19 estimated costs in the appropriation, Other costs in the
‘appropriation inchade: salary and fringe for 15.45 FTE positions; the review/auditing of
worker’s. compensat:on medical and other bills; DWD Workei’s Compensation assessment.
of i insurance carriers and seli-funded employers; preventative safety projects conducted by
state agencies; staff travel and training; I'T/telecommunications; space rent; etc, FY19
expenditure authority and estirated expenchtures for s, 20,505 (2) (ki), Wis. Stats., consist

of the foﬂowmg

. Allotment Line. FY19 Exp Authority FY19 Est Expenditures
0/Unallotted Reserve* $1,442,500 ‘ $0
1/8alaries ' $913,200 $951,100
3/Fringe $359,500° $383,900
4/Supplies T $2,119,200 $2,049,900
4 /Excess Insurance _ $5,850,000 $8,705,000
Totals | - $10,677,400 $12,089,900

Office of the Secretary

101 East-Wilson Street, PO Box 7864, Madison, Wi 53707-7864 | (608) 266-1741 | DOA.WLGOV
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November 26, 2018
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*Original line 0/Unallocated statutory expenditure authority of $1,442,500 hds been
moved to line 4/Supplies.

Costs for property, liability and worker’s compensation claims are paid from the
appropriation under s, 20.505 (2) (k), Wis, Stats., Risk management claims, The
authority of this continuing appropriation can be increased by the Department to provide
for these casts, and is rfiot the subject of this request.

Claims Appropriation Expenditures
10,000,000 e coomre o
5,000,000 <o
FY16 FY17 FY18 CFY19 Est
e Property Claims. s Lfaibility Claig.  wessWorker's Comp Claims.

Excess insurance coverage froin private: 1nsurance carriers provides coverage for losses in
excess of sglf-funded coverage for the property and’ liability programs.

The following are total excess insurance premiums pa;ld by-the Department since FY11
As indicated, the total cost for excess insurance premiums has increased substantially
since FY11,

Property Hxcess Liability Excess
| FY Insurance Exp Insurance Exp Total
Fy11l $2,450,322 $600,700. $3,051,022.
FYi12 $2,649,645 $582,520 | $3,232,165
FY13 $2,708,607 $651,231 | $3,359,838
| FY14 $4,686,945 $682,766 $5,369,711
FY15 $4,728,726 $682,766 $5,411,492
FY16 $5,866,197 $691,159 $6,557,356
FY17 $5,365,008 $742.871 $6,107,879
LFY18 $5,994,292 $1,474,652 46,768,944
| FY19 $5,899,766 $2,805,187 $8,704,953

Excess property insurance premiums are subject to general insurance market conditions,
increases in the amount of state property covered (replacement cost), and significant
losses and recoveries made from an excess carrier: Most recently, the state experienced
several large losses late in FY17 that impacted the FY19.renewal. ‘These losses include-a
fire-at UW Milwaukee Peck School of the Arts Theatre, and various storm-related 1osses

Office of the Secretary

101 East Wilson Streei, PO'Box 7864, Madison, W1 537077864 [ (608) 266-1741 l DOA.WLGOV
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throughout the state, including a significant loss at UW Stevens Point. During FY18 and
FY19, the state expects to recover approximately $8.1 million from its excess property
insurance carriers for losses that occurred in FY17. The state’s overall loss history,
including these recent losses and general property insurance market conditions that have
been impacted by recent catastrophic hurricane losses, have resulted in FY19 excess
insurance premium increases.

The state experienced large increases in excess liability insurance premiums from FY17 to
FY19, As indicated, excess liability insurance coverage costs were $742,871 in FY17,
$1,474,652 in FY18 and $2,805,187 in FY19. The Department’s excess liability insurance
carriers began adjusting pricing for the FY18 renewal based on several claims reported
and general insurance market conditions. Most recently, a large claim involving the
Department of Corrections was settled and paid during FY18 that impacted the FY19
excess liability renewal pricing. The significance of this $18.9 million loss, combined with
the public entity insurance market being relatively limited, impacted the resulting excess
liability premium. Also impacting the premium were nationwide trends in police brutality
allegations, incarceration liabilities, sexual misconduct claims and concussion injuries
occurring in higher education sports programs. These trends contributed to overall
market pricing pressure.

Previously, the Department increased the self-funded aggregate retention amount for the
property program {i.e., the annual, aggregate amount which property losses must exceed
for the use of excess insurance) from $2.7 million to the current level of $5 million and
increased the maintenance deductible fram $25,000 to $100,000 to mitigate increases to
the excess property insurance premiumns,

Although the amount of the excess property and liability insurance premiums may
decrease if there is a period with no losses in excess of the self-funded retentions {$4
million per occurrence for liability, and $3 million per occurrence and $5 million aggregate
for property), the occurrence of losses and future premiums is unpredictable.

Currently, a total of $7,292,500 in expenditure authority ($5,850,000 in supplies and
$1,442,500 in unallotted reserve) is available for excess insurance premium costs,
Amounts have historically been provided on the unallotted reserve line, reflecting the
unpredictability of this cost. The requested increase of $1,412,500 to the supplies line
would provide a total of $8,705,000 for excess insurance costs, the actual amount of this
cost for Y19, The total available amount reflects an approved request under s, 16,515,
Wis. Stats., that increased FY 17 authority by $1,894,900 and a 2017 WI Act 59 reduction
of $557,500,

JUSTIFICATION

The Department requests $1,412,500 in FY19 expenditure authority on the supplies line
of s, 20.505 {2) (ki), Wis. Stats., risk management administration, to fully provide for
excess property and liability insurance premiums paid in FY19, The current authority
available for excess property and liability insurance premiums is $7,292,500. Significant
property losses since FY12 and liability claims that have occurred since FY17 have
resulted in premium increases and additional authority is needed in FY19 to provide for
the cost of these premiums.

Office of the Secretary

101 East Wilson Street, PO Box 7864, Madison, W| 53707-7864 | (608]) 266-1741 | DOAWI.GOV
WISCONSIN IS OPEN FOR BUSINESS




November 26, 2018
Page 4

The Department does not otherwise have FY19 expenditure authority in s. 20,505 (2) {ki),
Wis. Stats., to provide for this increase, and reductions to current spending cannot be
made to provide for the increase, The Department has curtailed costs, including reduced
funding available for property loss control activities and the injury reduction program.
These items are preventative in nature and targeted at reductions in future claims.

SUMMARY

The Department of Administration requests an increase of $1,412,500 in fiscal year 2018-
19 in the Department’s risk administration appropriation under s. 20.505(2) (ki}, Wis.
Stats., to provide for increased excess liability and property insurance premiums that have
resulted from significant property logses and liability claims. The increase is criticat to
continued operations of the risk management prograrn, which provides for insurance
against the state agency liability, property, and worker’s compensation losses,

Thank you for your consideration of the Department’s request. Should you have any
questions or require additional information, please contact Colleenn Holtan, the Director of
the Department’s Bureau of Financial Management, at (608) 266-1359.

cc:  John Hogan, Department of Administration Deputy Secretary
James Langdon, Division of Enterprise Operations Division Administrator
Colleen Holtan, Director of the Bureau of Financial Management
Jason Gates, Director of the Bureau of Risk Management

Office of the Secretary
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