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January 28, 2004
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 2004-0017 

PREPARED BY:
William Nogle/Polly St. John
REVISED STAFF REPORT
As reported out of the Budget and Fiscal Management Committee

Proposed Ordinance 2004-0017 passed out of committee with a “Do Pass” recommendation.  No changes to the transmitted legislation were made by the committee.
SUBJECT:

PROPOSED ORDINANCE 2004-0017 provides for a supplemental appropriation of $1.5 million to the 2003 budget for the Safety and Workers' Compensation Fund.  The funding for this internal service fund comes from allocating costs to all departments and agencies based on worker hours and job classes.
BACKGROUND:

The adopted 2003 budget for the Safety and Workers' Compensation Fund and year to date expenditures are shown in the following table, along with a comparison to 2002.

	
	2002
	2003
	% Change

	Budget Appropriations:
	
	
	

	Adopted Budget
	$20,073,595
	$21,800,137
	8.6%

	Supplemental Appropriations (including this ordinance)
	136,992
	1,497,952
	993.5%

	Total Budget Appropriations
	20,210,587
	23,298,089
	15.3%

	Actual Expenditures:
	
	
	

	Expenditures – 2002
	20,210,587
	
	

	Expenditures Thru 11/30/03
	
	20,354,627
	

	Estimated Expenditures – December 2003
	
	2,943,462
	

	Total Actual or Estimated Expenditures
	20,210,587
	23,298,089
	15.3%


Although the number of workers' compensation claims has not changed significantly, the cost per claim has risen by about 14% compared to 2002.  This increase is attributable to three factors:

· Medical Costs:  This is the amount paid by the county for medical costs incurred by workers who sustain on the job injuries.  The increase reflects the general increase in medical costs that have also increased the County's cost of medical benefits to employees.
· Time Loss:  Time loss wages is a calculation of the amount that will be paid in lieu of wages to a worker who cannot work for a specific period of time while recovering from an accident for which a claim has been filed.  
A decision by the Washington State Supreme Court in early 2003 and administrative rulings by the State Department of Labor and Industries have resulted in more types of workers' pay being included in the base wage calculations that determine the amount of time loss payments.  In the past, time loss wages did not include overtime or health benefit costs.  However, the State Department of Labor and Industries (L&I) has ruled that if there is a pattern of overtime over the previous 12 months, it should not be considered overtime, but regular pay.  In addition, health benefit costs are to be included in calculating base pay.  This ruling by L&I affected some 2,200 past King County claims.  Retroactive time loss payments have been made in 2003 that were not anticipated in the 2003 budget.
Together, the increased medical and time loss payments are estimated at $1.3 million.
· State of Washington Labor and Industries (L & I) Assessments:  L & I assessments are charged by the State of Washington per RCW Chapter 51 to provide self-insured employers security in two areas:  the second injury fund and supplemental pension fund.  Administrative costs are also incurred.  

The assessments are based on claims costs.  Therefore, since claims costs (time loss and medical payments) have increased, the L&I assessments have increased.  This cost is expected to be about 6% more than budgeted or about $200,000.  

ANALYSIS:
Workers' compensation costs are difficult to control.  With a work force upwards of 15,000 employees and risky operations such as transit, roads, wastewater and law enforcement, injuries on the job are unavoidable.
In the Executive Performance Measurement Initiative report submitted by the Executive as part of the 2004 proposed budget, there are two items included under the goal of "Exercise responsible stewardship of county resources" that relate to Safety and Claims Management.  These are:

·  # of workers' compensation claims.

· Cost of safety and claims as a % of the County's operating budget.

In the year 2000, there were 1,671 workers' compensation claims filed.  The number of claims declined in 2001 to 1,527 but then rose slightly in 2002 to 1,578.  Executive staff noted that the number of claims each year has remained surprisingly constant for the last seven or eight years – surprising in that the number of worker hours has increased substantially over those years.

The cost of claims as a percentage of the County's operating budget has risen from .95% in 2000 to 1.03% in 2002.  The Executive expects this trend to continue in 2003 (1.12%) and 2004, due in large part to the factors noted above: the Court decision, rising medical costs in general, and the State assessment.
Staff to staff discussions indicate that there are efforts underway to control workers' compensation costs.  A new "return to work" policy is being developed with the goal of getting injured workers into alternative jobs or light duty rather than being paid time loss.  And, safety programs and training can help by preventing injuries.  A review of the Safety and Claims Management webpage shows that there are eight safety classes that are offered on an ongoing basis.  Other training is offered as needed.  All injuries are reviewed by safety committees in the departments to identify trends and to discuss ways to avoid similar injuries in the future.  
With the cost of medical services continuing to rise, largely beyond the County's ability to influence the increases, and with the increase in time loss costs due to the recent rulings by L&I, it appears that the primary way for King County to control workers' compensation costs is through more more effective return to work programs and more aggressive safety training.  The Executive's performance measurement initiative is really just getting underway.  Staff expects that this effort will continue to be enhanced so that performance measurement becomes an integral part of management and decision-making processes.  Presumably, performance measures for workers' compensation and safety will continue to be developed as part of the effort to control these costs.
The Safety and Workers' Compensation Fund carries a fairly substantial fund balance ($8 million at the beginning of 2003).  The funding for this supplemental appropriation will come from this fund balance.  Thus, there will be no immediate impact on Workers' Compensation rates or on the finances of the Current Expense or other funds.  However, this unanticipated use of $1.5 million of fund balance will mean that the fund balance available for carryover to 2004 will be $1.5 million less than the amount used in preparing the 2004 budget ($8.4 million as opposed to the $9.9 million estimate used in preparation of the 2004 budget).  Staff also noted that the Safety and Workers' Compensation financial plan, once revised for this supplemental appropriation, will show a shortfall between estimated claim liabilities and reserves of $7.7 million by the end of 2004.  This reserve shortfall is projected to increase in 2005 and 2006.  While the current level of reserves meet the State's requirements, at some point this shortfall may need to be addressed by a general increase in rates.
Over the last couple of years, charges paid by the various County agencies for Safety and Claims Management services have fallen short of the budgeted amounts.  This is mainly due to overestimating the hours that individual employees work during the year.  The shortfall in revenues has contributed to the decline in fund balance and reserves.  As one way to address this decline, Executive staff has stated that a new method of allocating costs to user agencies will go into effect in 2004.  This new allocation method will still be fair but will mean that Safety and Claims Management will end up receiving the full budgeted amounts.
As noted, the Supreme Court decision and rulings by L&I came early in 2003.  It seems reasonable that the need for this supplemental budget appropriation should have been known earlier in the year.  This request could then have been submitted in a more timely manner.
REASONABLENESS:

Increasing the spending authority for Safety and Workers' Compensation Fund for 2003 appears to be a reasonable policy and business decision.  The additional costs for 2003 that necessitate this supplemental appropriation are the result of forces beyond the direct control of the County and are thus unavoidable.
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